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1I. Overview
Forei gn di r ect i nves t m en t  (FD I)  from  dev el opi ng econom i es  t o devel oped econom i es  has
i ncreas ed s t eadi l y s i nce t he be gi nni ng o f t he new m i l l enni um . Al t hough hi s t ori cal l y F D I
fl ows  have be en m ai nl y t radi t i onal  m ul t i nat i onal  ent erpri s es  (M NE ) from  d evel oped
countries investing in other developed countries (a.k.a. “North - t o - North” FDI), or
developing countries (a.k.a. “North - t o - South” FDI), FDI now also flows increasingly
from  S out h t o Nort h and S out h t o S out h, as  t he s o - cal l ed em e r gi ng m ul t i nat i onal
ent erpri s es  ( EM NE s ) f ro m  devel opi ng econom i es  i nves t  bot h i n t he ri ch worl d and l es s
devel oped count ri es  (Eco nom i s t , 2008). Decades  o f t rade r eform  and l i beral i z at i on i n
m an y d evel opi n g econo m i es  have l ed t o a r api d e conom i c t rans form at i on chara ct eri z ed
b y unpr eced ent ed gro wt h of net  ex port s  and i nwar d forei gn di re ct  i nves t m e nt . At  t he
s am e t i m e, i ncreas ed i nt e rnat i onal  ex peri ence, hi gher for ei gn curr enc y res e rves  from  t he
ex port - l ed gro wt h, and m ore open gl obal  e conom i es  have en cour a ged t he e m ergi n g
econom i es  t o becom e out ward fo rei gn di re ct  i nves t ors  t hem s el ves  (W ri ght , Fi l at ochev,
Hos ki s s on, & P en g, 2005 ) . In 2016, 28.1 percent of about $1.5 trillion world’s foreign
di rect  i nves t m ent  (F D I) was  FD I out fl o ws  m ade b y EM NE s , a s i gni fi cant  i ncreas e from
m erel y 5.4 per cent  i n 19 90 (UNC TAD, 2017). Th e overal l  num be r of EM NE s has  al s o
ri s en i n l i ne wi t h t hei r t ot al  FD I out fl ows  (S auvant , M cAl l i s t er, & M as chek,  2010). In
2011, 22.4 percent of the world’s 5,000 lar ges t  fi r m s  had headqua rt ers  l oc a t ed i n
devel opi ng econom i es  ( UNC TAD, 2011). A s i gn i fi cant  s hare o f t he t ot al  FD I out fl ows
from developing economies is “South - North” and uses acquisitions as their entry mode.
2Of t he $408.6 bi l l i on FD I out fl ows  from  dev el opi ng e conom i es  i n 2016 (U NC TAD,
2017), 48.9 perc ent  we re i n t he form  of acqui s i t i on s  of fi rm s  i n devel oped e conom i es 1 .
M ul t i nat i onal  ent erpri s es  from  t he em er gi n g m a rk et s  (EM NE) hav e be en i ndeed
enga gi n g i n a ggres s i ve a cqui s i t i ons  of fi rm s  i n devel oped econo m i es  for al m os t  t wo
decad es 2 . The val u e of c r os s - border acqui s i t i on m ade b y t he EM NEs  i n de vel oped
econom i es  ros e al m os t  t went yf ol d from  $10.1 bi l l i on i n 1990 t o around $200 bi l l i on i n
2016, i ncreas i n g i t s  s hare  from  7.1 perc ent  t o 27.6 percent  o f t he t ot a l  cros s - border
acqui s i t i ons  i n devel oped  econom i es  duri n g t he s a m e peri od. The num be r o f deal s
com pl et ed al s o i ncr eas ed  b y m ore t h an fi ve t i m es  from  468 deal s  i n 1990 t o 2,156 deal s
in 2016. Cumulatively, between 1990 and 2016 EMNE’s acquisitions in develo ped
econom i es  re ach ed $1.9 t ri l l i on i n 28,073 deal s . About  one - t hi rd of t hes e ac qui s i t i on
deal s  wer e m ade b y EM NE s whos e ul t i m at e par e nt s  were he adquart ered i n C hi na,
S i ngapor e, Indi a, S out h Afri ca, and R us s i a, whi c h were t he t op fi ve dev el opi ng nat i ons
t h at  had been acqui ri n g fi rm s  i n devel oped e cono m i es  duri ng t he 1990 - 20 16 peri od . The
U.S ., C anada, Aus t ral i a, t he U.K. and Germany are EMNE’s top five target country
destinations, together absorbing about 71.9 percent of EMNE’s total acquisition value in
de vel oped e conom i es  for  t he s am e peri od i n i ndus t ri es  as  di vers e as  nat ural  res ourc es ,
m anufact uri n g, hi gh t e ch nol og y, t el e com m uni cat i on, real  es t at e, m edi a and
ent ert ai nm ent , fi nan ci al  a nd ot her s ervi c e i ndus t ri e s . M oreover, about  87.3 percent  o f t he
28.073 EMNE’s acquisitions deals in developed economies between 1990 an d 2016 were
di rect ed t owa rd non - publ i cl y l i s t ed (or p ri vat e) t a r get s , whi l e about  26.8 pe rcent  of t he
1 D a ta  we r e  r e tr ie ve d  fr o m T ho mso n O ne  D a ta b a se  o n J une  1 4 ,  2 01 7
2 T he se  a r e  c o untr ie s c la s sif ie d  b y U N CT AD  a s d e ve lo p e d  e c o no mie s.
3deal s  wer e part i al  acqui s i t i ons  where t he ori gi nal  t ar get  s har ehol ders  ret ai n cont rol l i ng
m aj ori t y or non - cont rol l i ng m i nori t y i nt e res t s  i n t he t ar get  fi rm s  aft er t h e a cqui s i t i ons 3 .
Thi s  di s s ert at i on focus es  on acqui s i t i on act i vi t i es  of fi rm s  from  t he em er gi ng
markets (EMNE) in developed countries. The terms “emerging markets” or “emerging
eco nomies” are often used to represent economies whose living standards have risen
dram at i cal l y i n t he l as t  t wo decad es , and a re char act eri z ed b y l ar ge dom es t i c m arket s ,
pro - m arket  dom es t i c refo rm s , i nt egr at i on wi t h t he gl obal  e conom y t hrou gh rapi d i ncre as e
i n i nt ernat i onal  t rade and  forei gn di re ct  i nves t m en t , ex pandi ng m i ddl e cl as s es , pol i t i cal
s t abi l i t y, and i ncr eas ed c ooperat i on wi t h m ul t i l at eral  i ns t i t ut i ons  (Kvi nt , 2009). In t he res t
of this dissertation, I will use the term “emerging economies”, “emerging markets”, and
“developing economies” interchangeably.
EMNE’s cross - bo rder ac qui s i t i ons  of fi rm s  i n devel oped count ri es  are an
i nt eres t i ng ph enom enon. Theori es  of econom i c de vel opm ent  s ugges t  poor devel opi ng
count ri es  ar e ex pect ed t o be reci pi ent s  of capi t al  f r om  ri ch, devel oped count ri es .
Constrained by limited technological capability, developing countries’ FDI in rich
count ri es  woul d hardl y m ake an y e conom i c s ens e, gi v en t he ex t rem el y co m pet i t i ve
envi ronm ent  and qual i t y - dem andi ng cus t om ers  i n t he devel o ped econom i es . The fa ct  t hat
EM NE s now becom e s i gni fi cant  ex port ers  of c api t al  t o t he devel oped worl d i s  s om ewhat
count er - i nt ui t i ve. M oreo ver, cl as s i c al  t heori es  of M NE and FD I, s uch as  t h e H ym er
m odel , t he ecl ect i c p ar ad i gm , and t he produ ct  l i fe c yc l e h yp ot hes i s , s eem  t o  s ugges t  t hat
a fi rm  i nves t s  abroad t o e x pl oit  i t s  (m onopol is t i c) owners hi p advant a ge, wh i ch i m pl i es
t he pos s es s i on of fi rm - s p eci fi c adv ant a ges  i s  a n ec es s ar y condi t i on befo re a n y fi rm  can
3 All a c q u isit io n d a ta  we r e  r e tr ie ve d  fr o m T ho mso n O ne  D a ta b a se  o n J une  1 4 ,  2 0 17 .
4offs et  t he ex t ra cos t s  fro m  doi ng bus i nes s  abro ad, “liabilities of foreignness”, or cultural
di s t ance (Dunni n g, 1988;  H ym e r, 1976;  Ko gut  & S i ngh, 1988;  Vernon, 19 66;  Zah eer,
1995 ). Recent studies have attempted to explain EMNE’s objectives in their international
acqui s i t i ons . The ex pl anat i ons  range from  E M NE s have no re as onabl e m ot i ve at  al l
(R ugm an, 2009 );  EM NE s are ex pl oi t i ng t hei r own ers hi p advant a ges  i n t he abi l i t y t o
s ucceed i n a bus i nes s  env i ronm ent  wi t h weak i ns t i t ut i ons , and abi l i t y t o ope rat e and
s urvi ve i n a l ow - cos t - and - profi t - m ar gi n envi ronm ent (C uervo - C az urr a & Genc, 2008;
Govi ndaraj an & R am am urt i , 2011;  Gui l l en & Gar ci a - C anal , 2009;  R am am urt i , 2009);
EM NE s are acqui ri n g ow ners hi p advant a ges  s uch as  t echnol o gi es  and br an ds  for
ex pl oi t at i on i n t hei r hom e m arket s  (R am am urt i , 2012);  t o EM NE s are e x plori ng and
l earni n g about  t he dev el o ped m arket s  i n an acc el er at ed m anner ( Luo & Tun g, 2007;
M adhok & K e yhani , 201 2;  M at hews , 2006). Yet , i t  rem ai ns  t heo ret i cal l y e ni gm at i c t hat
EM NE can op erat e i n cul t ural l y di s t ant  hi gh - i nco m e m arket s  wi t h ver y l i m i t ed
ex pl oi t abl e advant ages , c om pared t o t hei r l oc al  co m pet i t ors  i n t he hos t  count ri es .
The fa ct  t hat EM NE s hav e cont i nued t o a ggr es s i ve l y a cqui re fi rm s  i n dev el oped
econom i es , not wi t hs t andi ng t he obvi ous  cul t ur al  di s t ance (Ko gut  & S i ngh, 1 988) or
“liabilities of foreignness” (Zaheer, 1995) the EMNE s have t o en count er, r ai s es  at l eas t
t wo i m port ant  i s s ues . Fi r s t , t here ar e appa rent l y w a ys  for t he EM NE t o eff e ct i vel y
overcom e t he ex t ra cos t s  i m pos ed b y t he cul t ur al  d i s t ance t he y m us t  fac e w hen t he y ent er
hi gh - i nc om e m arket s .  S e cond, t here m a y b e a n ee d for a r efi ned concept u a l i z at i on of
cul t ure be yond t he t r adi t i onal  di m ens i ons  approac h where cul t ure i s  equat e d t o s t abl e
cultural values (e. g. , Ho fs t ede, 1980, 1991, 2001;  Hous e, Han ges , J avi dan, Dorfm an, &
Gupt a, 2004;  S chwart z , 1992);  and cul t ural  di s t anc e i s  perc ei ved m er el y as  negat i ve i n
5i nt ernat i onal  bus i nes s  ( IB) a ct i vi t i es  (Am bos  & Hakans on, 2014), b ecaus e i t  i s  as s oci at ed
wi t h l i m i t ed i ns i ght s  of the l ocal  c ul t ure and bus i nes s  pract i c es ( Luo, 2002 ) and cr eat es
i m pedi m ent s  t o com m unicat i on (R eus  & Lam ont , 2 009). Thi s  di s s ert at i on i s  ai m ed at
better understanding EMNE’s acquisition activities in developed economies. I focus on
s everal  r es e arch i nqui ri es  and res pond i n t hre e di s t i nct i ve but  i nt errel at ed es s a ys .
In t he fi rs t  es s a y, I devel op a gener al i z ed p ers pe ct i ve cul t ure, t he D yn am i c S oci o -
C ul t ural  M odel  (DS C M ), t o bet t er ac count  for t he d ynam i c i nfl u ence o f t he ever
chan gi n g IB  envi ronm ent  as  wel l  as  t he com pl ex i t i es  of cul t ural  el em ent s  be yo nd cul t ur al
val ues , whi ch hope ful l y wi l l  l ead t o a ri che r and m ore re al i s t i c des cri pt i on of cul t ure. I
t ake a bro ader vi ew of cu l t ure and i nqui re how cul t ure i s  cre at ed and evol ve s ;  wh y i t
evol ves ;  and how s houl d IB  r es ea rche rs  t re at  t he e vol vi ng cul t ure as  t he y ar e t heori z i ng
t he i nt eract i on bet w een e m ergi n g m ul t i nat i onal  en t erpri s es  (EM NE s ) and p eopl e,
organi z at i ons , and gov er nm ent s  i n s oci et i es  wi t h di fferent  cul t ures , pa rt i cu l arl y i n
cul t ural l y - di s t ance advan ced count ri es . I i nt e grat e i deas  from  t he s ym bol i c i nt eract i on
paradi gm  i n s oci ol og y (B l um er, 1969), com bi ned wi t h i ns i ght s  from  econo m i cs  and
ant hropol og y, t o dev el op  a new con cept ual  f ram e work wi t h a c ent ral  fe at u re on col l ect i ve
l earni n g t hat  occu rs  am o ng i nt er act i n g i ndi vi dual s  and l eads  t o new s h ared cul t ural
res ourc es . C ol l ect i ve l ea r ni ng i s  an ad apt i ve m ech ani s m  t hat  t akes  pl ace no t  onl y i n
i nt erpers onal  i nt er act i ons , but  al s o i nt er - group, i nt er - or gani z at i onal  and i nt er - nat i onal
i nt eract i ons . The DS C M  s ugges t s  ne w cul t ure i s  b ei ng cre at ed be caus e o f c on t i nuous
col l ect i ve l ea rni ng, as  i ndi vi dual s , groups , or gani z at i ons , and nat i ons  l earn from  ea ch
ot her wa ys  t o s urvi ve co nt i nual chan ges . It  vi ews  cul t ure as  fl ui d and cul t ural  di ffe renc es
6as  cont ex t - s peci fi c, and t hei r eff ect s  on IB  a re t he refor e d ynam i cal l y cont e x t - dependent ,
as  peopl e and o r gani z at i ons  from  di ffer ent  cul t ures  i nt eract  wi t h one anot h er .
In t he s econd es s a y, I a ga i n ex t end i deas  from  t he DS C M  i n Es s a y 1 t o t he
context of EMNE’s cross - border acqui s i t i ons  i n devel oped econom i es , wh er e col l ec t i ve
l earni n g occu rs  bet we en t wo organi z at i ons  (i .e., t he acqui r er and t h e t ar get )  wi t h di fferent
nat i onal  cul t ures  as  w el l  as  or gani z at i onal  cul t ures . Ai ded b y addi t i onal  i ns i ght s  from  t he
organi z at i onal  l earni n g l i t erat ure, p art i cul arl y t he concept s  of a m bi dex t eri t y,  ex pl orat i on
and ex pl oi t at i on (M arch, 1991), I focus  on how ac qui ri ng EM NE s  choos e t hei r cont rol
m ode choi ce i n t hei r acq ui s i t i on of t arget s  i n dev e l oped econom i es  t o opt i m i z e pos t -
acqui s i t i on l earni n g and m ax i m iz e pos t - acqui s i t i on val ue cr eat i on. Us i n g a s am pl e from
acqui s i t i ons  m ade b y EM NE s from  B raz i l , R us s i a, Indi a, C hi na and S out h Afri ca
(BR IC S ) i n t went y - one h i gh - i ncom e econom i es  t h at  are m em b ers  of t he Or gani z at i on for
Econom i c C o - oper at i on and Devel opm ent  ( OEC D), I em pi ri c al l y i nves t i g at e t he
determinants of the acquirers’ choice of control mode (i.e., non - cont rol l i ng m i nori t y
acqui s i t i on vers us  cont ro l l i ng m aj ori t y acqui s i t i on). S peci fi cal l y, I ex am i ne how
acquirer’s home country characteristics and target industry affect EMNE’s choice of
cont rol  m ode. The ne ed f or col l ect i ve l e arni n g i s  a rgu abl y m o re i nt ens e wh en t he
acquirer’s home country is a rapidly industrializing emerging economy , s u ch as  C hi na ,
and when t he t a r get  i s  a h i gh - t e chnol og y fi rm . M o reover, us i n g t he endo ge n ous  s wi t chi ng
re gres s i on m odel  ( Loks hi n & S aj ai a, 2004), I l ook i nt o t he perform an ce i m p l i cat i on of
the acquirer’s control mode choice.
In t he t hi rd es s a y, I s wi t c h m y at t ent i on t o t he pers pect i ve of t he t a r get  fi rm s  i n
devel oped count ri es  whi c h enga ged i n a p art i al s al e of s har es  t o EM NE s . I agai n ex t end
7t he i dea of col l e ct i ve l ea r ni ng from  DS C M  i n Es s a y 1 and com pl em ent  i t  wi t h i ns i ght s
from  or gani z at i onal  l earn i ng (M a rch, 1991) and t h e seller’s view (Graebner &
Ei s enhardt , 2004) l i t erat u re t o devel op m y t es t abl e  h y pot hes es . W hen an ac qui rer
i nt eract s  wi t h an a cqui re d t arget  fi rm , l ea rni n g oc curs  not  onl y wi t hi n t he a cqui ri ng fi rm ,
but  al s o wi t hi n t he t arget  fi rm . Thi s  i s  es peci al l y t r ue when cul t ur al  res our c es  of t he
acqui ri n g fi rm  and t he t ar get  fi rm  are di s t i nct i v el y di fferent  s u ch as  wh en an  EM NE
acqui res  a fi rm  i n a dev el oped econom y. I ex am i ne whet her b ei n g part i al l y acqui red b y
an EM NE opt i m i z es  pos t - acqui s i t i on l earni n g and creat es  val ue fo r t ar get s  i n devel oped
economies, in light of targets’ interest in accessing their EMNE acquirer’s lucrative home
and regional markets. I also investigate what drives target’s value creation in such cross -
border pa rt i al  acqui s i t i ons . Us i ng a s am pl e from  p art i al  acqui s i t i ons  m ade b y EM NE s i n
t he Uni t ed S t at es  and C a nada, I ex p l ore t he r el at i ons hi p bet ween pos t - a cq ui s i t i on t arget
value creation and target’s prior presence in acquirer’s home market, target’s post -
acquisition control, target’s international experience, target - a cqui rer i ndus t r y rel at edn es s ,
acquirer’s state - o wned s t at us , and cul t ural  di s t anc e bet we en hom e and hos t  count ri es . I
also look into the moderation effects of international experience and EMNE acquirer’s
s t at e - owned s t at us  on t he  effe ct  of cul t ur al  di s t anc e on pos t - acqui s i t i on t ar get  val ue
creat i on.
Thes e t hr e e es s a ys  col l ec t i vel y cont ri but e t o t he gr owi ng l i t erat u re of em er gi ng
m ul t i nat i onal  ent erpri s es  i n gen eral , and m o re s pe ci fi cal l y t o m ul t i pl e ot her res ea rch
s t ream s  i n IB i ncl udi n g c ros s - border M &As , gl ob al  s t rat e g y of t he EM N Es , cul t ural
chan ge, cul t ura l  di s t ance and FD I, l i abi l i t i es  of for ei gnn es s , equi t y o wners h i p choi ce,
8partial acquisitions, and seller’s view of acquisitions. Essays 1, 2 and 3 are presented in
t he nex t  t hree chapt ers .
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II. Essay 1. Managing Cultural Distance in Emerging Multinationals’ Acquisitions
in Developed Economies: A Dynamic Socio-Cultural Perspective
INTRODUCTION
Int e rnat i onal  Bus i nes s  ( IB) l i t erat u re s u gges t  fi rm s  goi n g i nt ernat i onal  enc ount er t he s o -
called “costs of doing business abroad” (Hymer , 1 960) from  t hei r l i abi l i t i es  of
forei gnnes s ( LO F ) (e. g., Nachum , 200 3;  Zahe er, 1 995), whi ch ori gi nat es  f r om  s oci o -
cul t ural  di ffe renc es  bet w een t he hos t  and hom e co unt ri es , oft en oper at i onal i z ed as
cul t ural  di s t ance (C D ) i n vari ous  em pi ri cal wo rks  i n IB ( Ki rkm an, Low e, & Gi bs on,
2006). Fi rs t  i nt roduc ed b y Ko gut  and S i n gh (1988 ), C ul t ural  di s t ance i s  a s i ngl e
num eri cal  i ndex  t hat  m ea s ures  count r y - l evel  cul t ur al  di ffer ences  b et we en pa i rs  of
count ri es , deri ved from  a ppl yi n g Eucl i dean di s t an ce fo rm ul a t o num e ri cal  s cores  f rom
each of Hofstede’s four dimension of culture (1980). Moreover, the classical
m ul t i nat i onal  ent erpri s e ( M NE) t heor y s u gges t s  t h at  for fi rm s  t o go abro ad,  t he y m us t
pos s es s  com pet i t i ve adva nt ages  t hat  t he y can ex pl oi t  i n t he fo rei gn m arket s , and t hes e
m onopol i s t i c fi rm - s peci fi c owners hi p adv ant a ges  ( FS As ) m us t  be m ore t han  s uffi ci ent  t o
offs et  an y addi t i onal  cos t s  from  t he cul t ural  di s t an ce t hat  t hei r l oc al  com pet i t ors  i n t he
hos t  m arket  do not  encou nt er (H ym er, 1976;  Dunn i ng, 1 988). C D i nde ed ha s  t radi t i onal l y
been per cei ved as  ne gat i ve (Am bos  & Hakans on, 2014) and i s  as s oci at ed s peci fi cal l y
wi t h l i m i t ed i ns i ght s  of the l ocal  cul t ure and bus i nes s  pract i c es  i n cul t ural l y - di s t ant
m arket s  ( Luo, 2002) and i m pedi m ent s  t o com m unicat i o n, whi ch ev ent ual l y l eads  t o
MNE’s suboptimal performance (Reus &Lamont, 2009). From the transaction cost
pers pect i ve, C D, as  ot her  cros s - nat i onal  di ff eren ce s  i n IB, cons t i t ut es addi t i onal  cos t s for
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t he i nvol ved part i es , be ca us e t he y i n cre as e unc ert a i nt y i n t he fl ow of i nfo rm at i on or
knowl edge bet w een coun t ri es  (B err y, Gui l l en, & Zhou, 2010;  Hennart  & Lar i m o, 1998).
Nonet hel es s , t he l as t  de c ade has  s e en t he ri s e o f fi rm s  from  em er gi n g e con om i es  (e. g.,
C hi na, Indi a, Br az i l , R uss i a, et c.) i n t he i nt ern at i onal aren a, whe re em er gi n g
m ul t i nat i onal  ent erpri s es  (EM NE s ) a ct i vel y en ga ged i n forei gn di re ct  i nves t m ent  (FD I)
not  onl y i n ot her em e r gi n g m ark et s , but  al s o hi gh - i ncom e m arket s  s uch as  t hos e of t he
Uni t ed S t at es , European Uni on, and J apan, pri m ar i l y t hrou gh a ggr es s i ve a c qui s i t i ons  of
ex i s t i ng fi rm s  (S auvant , M cAl l i s t er, & M as chek, 2010). From  a t h eoret i c al  IB
perspective, the EMNE’s acquisitions in developed countries are an interesting
phenom enon, bec aus e E M NE s ent er t hes e oft en c ul t ural l y and i ns t i t ut i onal l y di s t ant
m arket s  es s ent i al l y wi t h no di s t i nct i ve FS As  t o expl oi t  (e.g., t e chnol ogi es , brand, and
m ana geri al  know - how), com pared t o t hei r l o cal  c om pet i t ors  i n t he hos t  m arket s
(R am am urt i , 2012).
S everal  s t udi es  have p ro vi ded vi ews  on whet he r EM NE s pos s es s  s us t ai na bl e
com pet i t i ve advant a ge an d t he ki nds  of com pet i t i ve advant a ge t he y m a y h a ve. S om e
s t udi es  ar gue EM NE s po s s es s  unconvent i onal  FS As  i n t hei r abi l i t y t o s ucc eed i n a
bus i nes s  envi ronm ent  wi t h weak i ns t i t ut i ons , and t hei r abi l i t y t o ope rat e an d s u rvi ve i n a
l ow - cos t - and - p rofi t - m ar gi n envi ronm ent  (C uervo - C az urra & G enc, 2008;  Govi ndaraj an
& R am am urt i , 2011; Gui l l en & Ga rci a - C anal , 200 9;  R am am urt i , 2009). B y cont ras t ,
R ugm an (2009 ) cont ends  EM NE s have no FS As  t o l evera ge and hen ce t hei r vent ures  t o
a dvanced economies are destined to fail. Similarly, Luo and Tung’s “springboard
perspective” argues that EMNE s have no di s t i nct i ve FS As  t o ex pl oi t  i n t he advanc ed hos t
m arket s , but  t he y ent er t h es e m ark et s  for a di f fer en t  m ot i ve, whi ch i s  t o acqui re s t rat e g i c
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as s et s  s uch as  t e chnol ogi es , brand and m ana ge ri al  know - how, for i m m edi at e ex pl oi t at i on
i n t hei r own fas t  growi n g and s i z abl e hom e as  wel l  as  ot her em er gi n g m a rk et s . It  i s
argued that EMNE’s previous experience in inward FDI and the advantage generated b y
t he acqui red s t r at e gi c as s et s  are m or e t han s uffi ci e nt  t o at t enuat e ri s ks  and c os t s  from  t he
cul t ural  di s t ance t he y fac e abroad (2007). In addi t i on, t he Li nka ge - Le ver a ge - Le arni n g
( LLL)  pe rs pect i ve (M at t hew 2006) a r gues  t hat  E M NE s have “potential advantages”
(M adhok & Ke yhani , 20 12) whi ch, when com bi ned wi t h s t rat e gi c as s et s  t he EM NE s
obt ai n from  t hei r vent ur e  i n devel oped e conom i es , m a y b ecom e s us t ai nabl e  FS As  t hat  are
ex pl oi t abl e i n bot h hom e and hos t  m arket s .
In t hi s  es s a y , i ns t e ad of i dent i f yi n g anot her source of EMNE’s sustainable
com pet i t i ve advant a ge, I s t ep back t o ex pl ai n how EM NE s offs et  t he cul t ural  di s t ance
t he y encount er i n d evel o ped econom i es  b y bro ade ni ng t he vi ew o f cul t ure t o encom pas s
al l  as pect s  of c ros s - nat i o nal  di ffer ences , un coveri ng t he pr oces s  of cul t ural  creat i on ( and
chan ge) and s howi n g t ha t  overcom i ng o r bri d gi n g cul t ural  di s t ance i n t he F D I cont ex t
m a y not  be as  cos t l y as  o ft en s ugges t ed i n cl as s i c a l  IB/ M NE t heori es . To ac hi eve t hi s , I
chal l en ge t he p redom i na nt  concept ual i z at i on of c ul t ure i n IB i n whi ch cul t ure i s  us ual l y
vi ewed as  s t abl e, and cul t ural  di s t ance bet w een ho s t  and hom e count ri es  i s  t yp i c al l y
percei v ed as  ne gat i ve for  IB ope rat i ons . I t hen of f er a m or e d ynam i c con ce pt ual i z at i on of
cul t ure bas ed on i ns i ght s  from  t he s ym bol i c i nt e ra ct i on paradi gm  i n s oci ol og y and i d eas
from  ant hropol o g y and e conom i cs . Throu gh t he l e ns  of m y D yn am i c S oci o - C ul t ural
M odel  (DS C M ), I ar gu e t hat  cul t ure i s  not  as  ri gi d as  t he t radi t i onal  conc ept ual i z at i on of
cul t ure s u gges t s ; whi l e c ul t ural di s t ance bet w een hom e - hos t  count ri es  m a y i ni t i al l y
impede EMNE’s acquisitions in developed markets, the actual or “effective” CD
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encount er ed b y EM NE i n i t s  hos t  m arket s  m a y be  pos i t i vel y m od erat ed b y cert ai n
condi t i ons  of t he i nvol ved cul t ures  and s i gni fi c ant l y redu ced ov er t i m e. As  a gener al i z ed
m odel  of cul t ure, t he DS C M  provi des  a m ore r eal i s t i c unders t andi ng on t h e eff ect  of
cultural differences on not only EMNE’s acquisitions performance in developed
econom i es , but  al s o vari o us  IB ope rat i ons  and cont ex t s .
I b e gi n t he nex t  s ect i on wi t h a s hort  revi ew and c ri t i que of m aj or t heori es  of
cul t ure i n i nt ernat i onal  b us i nes s  ( IB ) and i nt ern at i onal  m ana gem ent  ( IM ). B y i dent i f yi n g
l i m i t s  and weaknes s es  of vari ous  ex i s t i ng concept u al i z at i ons  of cul t ure, I t hen redr es s
t hem  i n m y propos e d t he oret i cal  fr am ewo rk. I ai m  for i nt e grat i on and cons t ruct i on rat her
t han des t ruct i on and a r gu e for a m or e d ynam i c co ncept ual i z at i on of cul t ure . I t hen
des cri be m y propos ed t heoret i cal  p ers pe ct i ve of c ul t ure whi ch I bel i ev e ho l ds  gr e at
prom i s e for a b et t er unde rs t andi ng o f cul t ure i n an  ever ch an gi n g IB  envi ro nm ent . In t he
s ubs equent  s ect i on, I dev el op s ever al  res e arch p ro pos i t i ons  bas ed on t he new t heoret i cal
pers pect i ve o f cul t ure, d e s cri bi ng v ari ous  as pe ct s  of cul t ure and cul t ural ch ange t hat  m a y
dynamically moderate the initial negative relationship between CD and EMNE’s
performance in their acquisitions in developed economies, along with how “effective”
cul t ural  di s t ance b et ween  t he acqui ri n g EM NE an d t he hos t  m arket  m a y ch ange o ver
t i m e. Fi nal l y, t he concl u di ng s ect i on provi d es  a s um m ar y and di s cus s i on of res e arch and
pract i cal  i m pl i cat i ons  of t he propos ed pe rs pect i ve of cul t ure al on g wi t h ch a l l enges  t hat
need t o be add res s ed i n f ut ure res e ar ch.
Thi s  paper m akes  s ever al  cont ri bu t i ons . Fi rs t , i t  addres s es  t he c al l  from
R am am urt i  (2012) for a m ore gene ral i z ed fram e w ork of anal ys i s  t hat  c an b et t er ex pl ai n
t he EM NE phenom enon, part i cul arl y i n t hei r a ggre s s i ve acqui s i t i ons  i n devel oped
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econom i es . The p aper al s o res ponds  t o S t ahl  and T ung (2015)’s call for a new theoretical
fram ewo rk of cul t ur e i n IB t hat  pa ys  m ore at t ent i on t o cont ex t  and proces s , for whi ch
bot h pos i t i ve and negat i ve as pect s  of cul t ural  di ff e rences  are ac count ed. It  a l s o ex t ends
Reus and Lamont (2009)’s attempt to reso l ve t he s eem i ngl y cont radi ct or y rol e of cul t ural
di s t ance i n i nt ernat i onal  acqui s i t i ons  i n em pi ri cal fi ndi ngs  b y s ys t em at i z i ng and
ex pl i cat i ng t he proc es s  of cul t ural  cr eat i on, whi ch  al l ows  for a m or e d yna m i c and fl ex i bl e
concept ual i z at i on of cul t ure i n IB be yond wh at  ha s  been propos ed b y m or e  recent  wo rks
i n cros s - cul t ural  m an a ge m ent .
R es pondi ng t o cal l s  from  C aprar, D evi nne y, Ki rk m an, and C al i gi uri  (2015 ) for
cons i deri n g cul t ure as  a d ependent  va ri abl e t o bet t er unders t and t h e t rue i nf l uence of
cul t ure, t hi s  paper endo geni z es  i ns t i t ut i onal  el em ent s  t hat  s hape t he proc es s  of cul t ural
product i on b y p ropos i ng cont i nuous  i nt erdepende nce bet w een cul t ur e and t he s oci al
s ys t em s  i n whi ch t he i ns t i t ut i onal  fact ors  ar e em be dded, rende ri n g a t heor et i cal
pers pect i ve t h at  can be  a ppl i ed not  onl y at  a grou p or or gani z at i onal  l evel ,  but  al s o at  a
s oci et al  l evel . Addi t i onal l y, t he propos ed new p er s pect i ve of cu l t ur e ex pands  t he
t heoret i cal  f ront i er pa rt i c ul arl y awa y from  t he di m ens i ons  approa ch s o com m onl y us ed i n
IB  ( e. g., Hofs t ed e 1980, 1991, 2001;  Hous e, Han ges , J avi dan, Dor fm an, & Gupt a, 2004;
S chwart z , 1992;  Trom penaars , 1994) and em pow ers  s chol ars  t o bui l d m or e real i s t i c and
predi ct i ve m odel s  t hat  d ynam i cal l y capt ur e t he rel at i ons hi ps  bet ween cul t ur e and
m ana geri al  out com es , an d l i nkages  am ong el em en t s  wi t hi n cul t ure. As  s uch, t he paper
opens  a new avenu e for i nt ernat i onal  m ana gers  t o reex am i ne t he i nt erpl a y b et ween t hei r
fi rm s  and t he envi ronm e nt  i n a m uch m ore re al i s t i c wa y, whi ch ul t i m at el y wi l l  hel p t hem
devi s e m ore e ffe ct i ve cor porat e s t rat e gi es  and m an ageri al  de ci s i ons , part i cu l arl y i n t he
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context of managing cultural distance in EMNE’s acquisitions of fi rm s  i n devel oped
econom i es .
LITERATURE REVIEW
Thi s  s ect i on hi ghl i ght s  t h e predom i nant l y i nfl uent i al  m aj or s t udi es  of cul t ur e i n IB fo r
l i m i t s  and weaknes s es  i n t he hope t hat  I c an re ct i f y t hem  i n m y propos ed t heoret i cal
fram ewo rk i n an i nt e gr at i ve and cons t ru ct i ve fas hi on. Thi s  s ect i on b y no m eans  at t em pt s
t o ex haus t i vel y revi ew al l  t heori es  of cul t ure i n IB . For a m or e com pr ehens i ve account ,
reade rs  ar e re fer red t o an  ex cel l ent  work b y Nardo n and S t eers  (2009).
Pioneering early works: Cultural value dimensions and distance
The di m ens i ons  approa c h t o cul t ure i n IB w as  po pul ari z ed b y Ho fs t ede wi t h t he
publ i cat i on of Culture’s Consequences al m os t  four decad es  a go (19 80). Th i s  i nfl uent i al
di m ens i ons  approach s i n ce t hen has  i ns pi red t hou s ands  of em p i ri cal  s t udi e s  i n IB/ IM .
Hofstede proposed the “onion” metaphor to illustrate culture’s four complex layers,
nam el y, s ym bol s , hero es ,  ri t ual s  (or pra ct i ces ), an d val ues  (1980). Hi s  m od el  focus es  on
nat i onal  cul t ural  val ues , whi ch uni di rect i onal l y de t erm i ne i ndi vi dual  behav i or, and ar e
ver y s t abl e i nt er - temporally (Hofstede, 1980, 1991, 2001). Hofstede’s pioneering work
focus es  on di ff eren ces  i n cul t ural  val ues  a cros s  co unt ri es  and t hei r m eas u ra bi l i t y, and
wi t h t he ai d of fa ct or ana l ys es  em pl o yed on i ndi vi du al - l evel  s urve y res pons es  from  IB M
em pl o ye es  worl dwi de, fo ur (or l at e r fi ve) bi - pol ar di m ens i ons  of cul t ural  va l ues  were
deri ved t o des c ri be com p l ex  nat i onal  cul t ures  (Hofs t ede, 1995). Th e di m en s i ons  have
been wi del y us ed i n em pi ri cal  i nves t i gat i ons  of t he effe ct s  of cul t ure on IB pract i ces
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(Ki rkm an et  al ., 2006;  S i vakum ar & Nak at a, 2001 ). Anecdot al  evi denc e al s o s ugges t s  t he
practical framework provided by Hofstede’s cultural dimensions has extensive usage
am ong m an a gers  worl dw i de.
Ot her aut hors  h ave propo s ed ot her m odel s  of cul t u re, oft en wi t h ri gorous
underl yi n g t heo ret i c al  co ns t ruct s  and m ore com pl ex  t ypol o gi es . M os t  not a bl y S chei n
(1992) generalized the conceptualization of culture beyond Hofstede’s strictly national
cul t ure t o ot her l ev el s  i ncl udi ng or ganization, and offered an alternative “onion”
m et aphor. Unl i ke t he fou r - layer Hofstede’s onion, Schein’s onion has three layers,
nam el y (from  t he m os t  vi s i bl e t o t he l eas t  vi s i bl e), art i fact s  and b ehavi ors , e s pous ed
val ues , and bas i c as s um pt i ons  and bel i e fs , and cul t ure i s  defi ned as  what  a group l e arns
over a pe ri od of t i m e as  t hat  group  s ol ves  i t s  probl em s  of s urvi val  and i nt er nat i onal
i nt egr at i on i n an ex t ernal  envi ronm ent .
Building on Schein’s “onion” metaphor and inspired by Hofstede’s works, House
et al . (2004) propos ed an ot her di m ens i ons  approa ch t o cul t ure, known as  G LOBE. Th e y
defi ne cul t ur e as  s har ed m ot i ves , val ues , bel i efs , i dent i t i es , and i nt erpret at i ons  or
m eani ngs  o f s i gni fi cant  e vent s  t hat  res ul t  from  co m m on ex peri ences  of m e m bers  of
col l ect i ves  and a re t r ans m i t t ed acros s  a ge and ge nerat i ons  (Hous e et  al ., 2 004). The
G LOBE di m ens i ons  do n ot  m ake an y di s t i nct i on bet ween n at i onal  cul t ure a nd
organi z at i onal  cul t ure, an d t he y fo cus ed on cul t ura l  val ues  and behavi o r us i ng ni ne
di m ens i ons  of cul t ur al  va l ues  bas ed on a wi d er, he t erogeneous  s am pl e of 9 51 fi rm s  i n
three manufacturing and service industries across 62 countries, compared to Hofstede’s
ori gi nal  s am pl e o f IB M  e m pl o yees  from  50 count r i es .
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Several important studies have been based on Schein’ s  conc ept ual i z at i on of
culture. First, Schwartz (1992) focused on the values layer of Schein’s “onion”, and
offered ten cultural core values. Unlike GLOBE’ s nine dimensions that largely overlap
with Hofstede’s five dimensions, Schwartz’s ten dimensions ar e rat h er di s t i nct i ve, whi ch
i ncl ude s el f - di r ect i on, s t i m ul at i on, hedoni s m , achi evem ent , powe r, s ecu ri t y, conform i t y,
t radi t i on, benevol enc e, a nd uni vers al i s m . M oreov er, Trom pen aars  (1994) f ocus ed on t he
behavior layer of Schein’s “onion” and derived cultur al  val ues  i ndi rect l y f ro m  obs erved
behavi or t o devel op s eve n di m ens i ons  of cul t ural  val ues . Leun g et  al . (200 2) focus ed on
the most inner and least visible layer of Schein’s “onion” metaphor: basic beliefs and
as s um pt i ons . The y a r gue d for fi ve t heo ret i cal f act ors , or s oci al  ax i om s , nam el y, s oci al
c yni ci s m , s oci al  fl ex i bi l i ty,  r ewa rd appl i cat i on, s pi ri t ual  cons equen ce, and f at e cont rol ,
whi ch t he y vi ewed as  uni vers al  a cros s  cul t ures .
Perhaps, the most important extension of Hofstede’s work i n IB  r es ea rch i n nearl y
t hree de cades  i s  t he cul t ural  di s t ance (C D ) cons t ru ct  (Ko gut  & S i n gh, 1988 ). Deri ved
from applying Euclidean distance formula to Hofstede’s quantitative measures of cultural
val ue di m ens i ons , C D i s  a s i ngl e num e ri cal  i ndex  t hat  m eas ures  nat i onal  cu l t ural
di fferen ces  b et ween p ai rs  of count ri es . The i nt rodu ct i on of C D was  an i m po rt ant  s t ep
t oward furt he r ope rat i ona l i z at i on of cul t ure i n IB r es ear ch, as  C D of fers  an even m ore
concret e and conv eni ent  t ool  for furt her s i m pl i f yi ng t he com pl ex i t i es  of cul t ure and
cul t ural  di ffe renc es  ac ros s  count ri es  des pi t e m yri a d cri t i ci s m s . C ul t ural  di s tance h as  been
s peci fi ed as  a m ai n ef fect  or m oderat or i n va ri ous  IB  r es ea rch a re as  (Ki rkm an et  al .,
2006).
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Criticisms of the dimensions approach
S everal  con cerns  h ave be en raised over Hofstede’s model of culture and more generally
of t he cul t ural  di m ens i on s  approach. Fi rs t , t he di m ens i on - bas ed m odel s  a re vi ewed as  a
rat her t r adi t i onal  approa c h t o cul t ure i ngrai ned i n t he ant hropol o gi cal  l i t erat ure (Ea rl e y,
2006). S peci fi c ally, Hofstede’s strict conceptualization of culture at the national level is
t hought  t o be t roubl es om e, as  i t  i s  hard t o i m agi n e  nat i onal  cul t ure i s  t he s a m e for al l
wi t hi n a nat i on (M cS wee ne y, 2002 ). C ul t ure can b e i m perfe ct l y s h ared acro s s  i ndi vi dual s
a nd/ or s ubgroups  wi t hi n t he s am e nat i on, rend eri n g t he pos s i bi l i t y of i nt r a - nat i onal
cul t ural  di ffe renc es  (Ea rl e y, 2006;  C hen, Le un g, & C hen, 2009;  Tun g, 20 08), or
paradox es  wi t hi n a nat i onal  cul t ure ( Fan g, 2005).
Second, the “onion” metaphor suggests an ov e rl y s t abl e cul t ure ( Le un g et  a l .,
2005), i m pl yi n g cor e cul t ural  di ffe renc es  ar e hard t o overcom e, s uch t h at  w hen t wo
di fferent  cul t ures  com e i nt o cont act , t he cul t ural  d i fferen ces  b et ween t h e t wo wi l l  be
am pl i fi ed, and cros s - cul t ural  confl i ct s  wi l l  nat ura l l y oc cur ( Fan g, 2005;  Tu ng, 2008). Yet ,
t hi s  predi ct i on s eem s  cou nt er - i nt ui t i ve t o real i t i es  i n IB, wh ere p eopl e and o rgani z at i ons
from  ver y di ff er ent  cul t ures  have s u rm ount ed pro bl em s  worki ng t o get h er f or a gre at er
com m on purpos e ( Leun g & M orri s , 2015). Ailon (2008) criticized Hofstede’s definition
of cul t ure fo r gi vi ng l i t t l e credi t  t o t he individual a s  a pot ent i al  a gent  of s oci al  chan ge,
t hus  des cri bi ng t he i ndi vi dual  as  a pas s i ve car ri er of a s t abl e cul t ur al  t em pl at e of hi s  or
her nat i onal i t y. Inde ed, Hofstede’s or GLOBE’s theoretical frameworks lack recognition
of t hi s  d ynam i c n at ure of  cul t ure (C hen et  al ., 2009). Erez  and Gat i  (2004 ) even c al l  for a
s hi ft  i n t he res ear ch fo cu s  on cul t ure as  a s t abl e en t i t y t o cul t ure as  a d ynam i c ent i t y,
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whi ch i m pl i e s  a great er f ocus  on t he i nt erpl a y bet ween di ff erent  l ev el s  of c ul t ure s uch as
bet ween or gani z at i onal  c ul t ure and nat i onal  cul t ur e.
An ot her conc ern about GLOBE and Hofstede’s models of culture is the emphasis
on cul t ural  val ues , and yet , val ues  ar e onl y on e co nt ri but or t o m eani ngs  t ha t  a group or
i ndi vi dual s  m i ght  at t ri but e t o a gi ven phenom enon  (Earl e y, 2006 ). M oreov e r,
rel at i ons hi ps  am ong cul t ural  el em ent s  ( e. g., val ue s , behavi ors , bel i efs , kno wl edge, et c. )
are m or e l i kel y t o b e d yn am i c and non - l i nea r. Fo r ex am pl e, not  onl y are b e havi ors  s haped
b y bel i e fs  and val u es , but  t he y can al s o pro act i vel y s hape new b el i efs  and v al ues , t hrou gh
cogni t i ve m e chani s m s , cr eat i ng t h e proc es s  of cul t ural  chan ge ( Fan g, 2005) .
In addi t i on, t he C D m eas ures  have b een s ubj e ct  t o s everal  cri t i ci s m s . A s i ngl e
di s t ance m eas ur e s uch as  C D i s  t hought  t o be conc ept ual l y i nad equat e (Tun g & Ve rbeke,
2010). Fi ve probl em s  wi t h i t s  concept ual  prope rt i e s  have been i d ent i fi ed, na m el y, t he
i l l us i ons  of s ym m et r y, s t abi l i t y, l i neari t y, c aus al i t y and di s cordan ce (S hen kar, 2001).
Anot her s eri ous  probl em  of t he C D cons t ruct  i s  i t s  i m pl i ci t  as s um pt i on t hat  s i m i l ari t y i s
benefi ci al , and di ffe renc e s  are not . How ever, t h ere  are cont ex t s  i n whi ch CD can be
cons i dered an opport uni t y fo r arbi t r a ge, com pl e m ent ari t y, o r cr eat i ve di ve r s i t y, m aki ng i t
a m ore va ri abl e cons t ru ct , rat her t han a fi x ed one, es peci al l y s i nce s o ci et i es  evol ve and
C D can chan ge ove r t i m e (Zahe er, S chom ake r, & Nachum , 2012). M or eov er, S henkar,
Luo, and Yeh es kel  (2008 ) and S henkar (2012 ) ex pl ored t he i dea o f repl a ci n g C D wi t h t he
“cultural friction” construct, which focuses on the actual encounter of cultures within a
cont ex t  of power rel at i on s  and pot ent i al  confl i ct  b et ween t he M NE and i t s  hos t  count r y
cons t i t uenci es .
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More recent works: Cultural dynamics and intra-national differences
R es pondi ng t o t he con cer ns  over t he di m ens i ons  a pproach t o cul t ur e, s eve r al  s t udi es
i nt roduced al t ern at i ve m odel s  of cul t ure ( e. g., Er e z  & Gat i , 2004;  Fan g, 20 05;  Goul d &
Grei n, 2009;  Leun g et  al ., 2005;  Leun g & M or ri s , 2015;  R al s t on, Gus t afs on, C heung, &
Terps t ra, 1993;  S t ahl  & Tung, 2015). R al s t on et  a l . (1993) i nt roduced t he c ros s ver gen ce
theory of evolution in national cultural values to resolve the “divergence - convergence”
debat e (M cGau gh e y & C i eri , 1999). C onver gen ce s ugges t s  t hat  cul t ur al  val ues , at t i t udes
and behavi ors  acros s  n at i ons  wi l l  over t i m e becom e s i m i l ar t o t hos e i n t he i ndus t ri al i z ed
W es t ern capi t al i s t  count r i es . B y cont r as t , Di ver ge nce predi ct s  t hat  des pi t e t he
i ncreas i n gl y e conom i c an d s oci al  s i m i l ari t i es  am ong nat i ons , e ach nat i on w i l l  ret ai n i t s
unique cultural values over time. Ralston et al.’s crossvergence theory proposed a
s yne r gi s t i c pers pe ct i ve of  cul t ural  val ue fo rm at i on and evol ut i on, i n whi ch t he d yn am i c
i nt eract i on of t h e s oci o cu l t ural  i nfl uences  wi t h t he bus i nes s  i deol og y (i .e., e conom i c,
pol i t i cal , and t echnol ogi c al ) provi des  t he dri vi n g f orce t o pr eci pi t at e t he de vel opm ent  of
new and uni que cul t ural  val ues  s ys t em s  i n s oci et i es  (1993). W hi l e t hei r w ork i s  a
s i gni fi cant br eakt hrou gh t oward a m or e d ynam i c c oncept ual i z at i on of cul t ure, Tun g
(2008) cri t i ci z ed t he s i n gl e focus  of c ros s ver genc e  on t he val ue el em ent  of cul t ure, and
t he i m pl i ci t  as s um pt i on that  cul t ural  val ues  are un i form l y s i m i l ar wi t hi n a nat i on.
Anot her al t e rn at i ve m ode l  ai m ed at  rem ed yi n g t he weaknes s es  of t he s t at i c
traditional view of culture was advanced by Erez and Gati (2004). Still rooted in Schein’s
“onion”, the model assumes that cultures change. Indeed, environmental changes can
provoke adapt at i on a nd c ul t ural  chan ge. In t hei r m odel , cul t ure i s  no l onger confi ned t o
nat i onal  cul t ure, as  i t  can  res i de i n m an y ot her con t ex t s  i ncl udi ng gl obal  s o ci et y,
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com m uni t i es , organi z at i ons , groups , and fam i l i es . A m ul t i - l evel , m ul t i - l a ye r approa ch
was  adopt ed i n t h e m odel  t o capt ure d ynam i c rel at i ons hi ps  acros s  vari ous  l e vel s  of
cul t ure, whe re e ach cul t ural  l evel  s erv es  as  t he co nt ex t  for t he m an y cul t ur al  l evel s  bel ow
i t . Thus , t here i s  an i nt ers pat i al  d yn am i c rel at i ons h i p acros s  vari ous  l ev el s  of cul t ure,
creat i n g r eci pro cal  i nfl ue nce proc es s es  bet w een t h e nes t ed l evel s  and t he m acro - l evel s  of
cul t ure.
Leun g et  al . (2005) us ed a s i m i l ar m ul t i - l a yer, m ul t i - l evel  m odel  of cul t ure, and
furt her a r gued t hat  wi t hi n each l ev el  chan ge fi rs t  occurs  at  t he m os t  ex t ern al  l a y e r of t h e
“onion” (i.e., behavior), and then, when shared by individuals who belong to the same
cul t ural  l evel , i t  becom es  a s hared v al ue t hat  ch ara ct eri z es  t he a ggr e gat ed u ni t  (e.g.,
group, o r gani z at i ons , or nat i ons ). C l earl y , as  i n m os t  of t he t radi t i ona l  appr oaches , t hei r
m odel  s t i l l  focus es  on cul t ural  val ues .
As with Ralston et al.’s crossvergence model (1993), the multi - l a ye r, m ul t i - l evel
m odel  of cul t ure i m pl i ci t l y as s um es  hom o gen eous  non - fra gm ent ed cul t ure, di s al l owi ng
t he pos s i bi l i t y of i nt r a - cu l t ure vari at i on. Yet , t he re  can be m or e t han one co nt ex t  at  t he
s am e l evel . Fo r ex am pl e,  fi rm s  en ga gi n g i n forei gn di rect  i nves t m ent  can h ave m ore t han
one hi gh er - l ev el  cul t ural  cont ex t  (i .e., t he cul t ure of t he hos t  count r y and t he cul t ure of
t he hom e count r y), as  di s cus s ed b y W i nd, Dougl as , and P erl m ut t er (1973). M oreover, t he
m ul t i - l evel , m ul t i - l a yer m odel  l acks  cl ari t y ex pl ai ni ng how hi gher - l evel  c ul t ures  aff ect
l ower - l ev el  cul t ures  wi t h out  cons i deri ng i ndi vi dua l s , whi ch i s  vi ewed as  an ot her l evel  i n
t he m odel . It  al s o unreal i s t i cal l y i m pl i es  t hat  nat i onal  cul t ure c an onl y chan ge when al l
organi z at i ons  wi t hi n i t  s hare t he chan ge.  Addi t i onal l y, t he m odel  i s  count e r - i nt ui t i ve, as
i t  does  not  al l ow a di rect  l at eral  ch an ge pro ces s  a c ros s  groups  wi t hi n t he s am e l evel . For
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i ns t ance, a cul t ur al  chan ge m a y occu r s i m pl y be ca us e a group of i ndi vi dual s  i n s om e
devel opi ng count ri es  i s  c ons t ant l y ex pos ed t o fore i gn cul t ure t h rou gh wat c hi ng s oci al
m edi a. Indi vi dual s  m a y a l s o t hi nk of t hei r com m uni t i es  l es s  i n t erm s  of h i erarchi cal
l evel s  t han as  a s al i ent  co m m uni t y am ong t h e m an y wi t h whi ch t he y are i nv ol ved (Goul d
& Grein, 2009), reflecting Friedman’s flattening of the world (2005).
Another model offered by Fang (2005) proposed the “Ocean” metaphor to capture
t he d yn am i c and pa radox i cal  nat ure o f val ues  i nhe rent  i n a nat i onal  cul t ure.  Al t hough t he
focus  of t he m odel  i s  s t i l l  on cul t ural  val ues , i t  rem oves  t he as s um pt i on of s t abl e val ue b y
al l owi ng bot h ol d and ne w val ues  t o coex i s t  wi t hin a s oci et y. S i m i l ar t o t he ebbs and
fl ows  of an oc ean, at  an y gi ven t i m e s om e cul t ur al  val ues  m a y be s uppr es s e d or
dam pened;  but  ex t ernal  e vent s  coul d t ri gger or r e - i gni t e t hes e do rm ant  val u es . Bas ed on
t he yi n - ya n g di al ect i c al  p roces s , Fan g (2005 ) pos i t s  t hat  t hes e paradox i cal  v al ues  ca nnot
s urvi ve wi t hout  each ot h er, and t he y com pl em ent  each ot he r, and s uc ce ed e ach ot her at
di fferent  poi nt s  i n t i m e. W hi l e t hi s  m odel  s hi ft s  the focus  f rom  s t abl e cul t ural  val ues  t o
d ynam i c cul t ural  val ues , i t  i s  s t i ll  l argel y det erm i ni s t i c, s i nce chan ges are s t i l l  l i near,
conforming to the “bi - polar” paradigm of the dimensions approach to culture.
R es pondi ng t o t he c al l  for a m ore gener al i z ed m odel  wi t h a focus  be yond n at i onal
cul t ure ( Fan g, 2005), Go ul d and Grei n (2009 ) off ered t he Gl o cal i z ed C om m uni t y C u l t ure
M odel  (GC C M ), as  an al t ernat i ve t o t he m ul t i - l a yer, m ul t i - l evel  m odel  of c ul t ure, whi ch
they thought was less flexible and limited researchers’ tools of analysis. The GCCM is a
fl at t er, com m uni t y - bas ed  m odel . C om m uni t i es  are defi ned as  s i t es  wh ere c u l t ure i s
produced, and  nat i onal  c ul t ure i s  j us t  one am ong a num ber of com m uni t y cul t ures  i n a
m ore open s ys t em  wi t h non - hi erar chi cal  cont ex t s . Far from  bei n g a s t at i c p henom enon,
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cul t ure i s  d yn am i c i n i t s  cont i nual  cre at i on. Indi vi dual  cul t ural  m em bers hi p i n t he GC C M
i s  fl ui d. For ex am pl e, a p ers on worki n g fo r an M N E s ubs i di ar y m a y b e a m em ber of a
part i cul ar n at i onal  cul t ur e, whi l e al s o i nfl uenc ed b y ot her nat i onal  and or gani z at i onal
cul t ures  as s oci at ed wi t h t hei r em pl o ye r, al l owi ng m ul t i cul t ural i s m  (Goul d & Gr ei n,
2009). GC C M  however i s  t hought  t o be underd ev el oped wi t h re ga rd t o t he  com pl ex ,
d ynam i c i nt e rpl a y bet w e en cul t ural  i dent i t i es  bas e d on nat i onal  di ffer ences  and vari ous
as pect s  of gl obal i z at i on ( Leun g, Bh a gat , Bu chan, Erez , & Gi bs on, 2010).
In m o r e re cent  s t udi es , Leung and M orri s  (2015 ) m ove be yond val ues  and ex pand
cul t ural  el em ent s  t o i ncl u de s chem as  and norm s  i n a m odel  t hat  d yn am i cal l y ex pl ai ns
how i nt ens i t i es  of each el em ent  chan ge as t he s i t ua t i on changes . S t ahl  and T ung (2015 )
al s o cal l  fo r a n ew t heo re t i cal  fram e work of cul t ure i n IB/ IM  t hat  p a ys  m o r e at t ent i on t o
cont ex t  and proces s , for whi ch bot h t he pos i t i ve and negat i ve as pe ct s  as pe ct  of cul t ural
di fferen ces  are account ed . Anal yz i n g cul t ure - rel at ed art i cl es  publ i s hed i n Journal of
International Business Studies bet ween 1989 and 2012, t he y found m os t  works
em phas i z e t he advers e o ut com es  as s oci at ed wi t h cul t ural  di ffe renc es , whi c h t he y ar gued
are not  a t ru e re fl ect i on o f t he re al i t y wh en pra ct i t i oners  deal  wi t h cul t ur al  di fferen ces .
The y as s ert ed t he ne ed fo r a com pl em ent a r y pers p ect i ve t hat  can d eal  wi t h bot h t he
l i abi l i t y a nd bene fi ci al  as pect s  of cul t ural  di f fer en ces  (S t ahl  & Tun g, 2015 ) .
In s um , whi l e p revi ous  at t em pt s  t o provi de m odel s  t hat  go be yond s i m pl e
di m ens i ons  approach a r e one s t ep i n t he ri ght  di rec t i on, t here rem ai ns  an u r gent  n eed fo r
a new con cept ual i z at i on of cul t ure t hat  c an bet t er capt ure t he d yn am i cs  of cul t ural  chan ge
wi t h a s cope be yond t he el em ent  of cul t ural  v al ue s  and nat i onal  boundari es . I b el i eve t he
t i m e ha s  com e for a new t heoret i cal  pe rs pect i ve o f  cul t ure t hat  com pr ehens i vel y
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i nt egr at es  t he d ynam i c c hanges  of m yri ad cul t ura l  el em ent s  wi t hi n v ari ous  s oci o - cul t ural
cont ex t s .
PROPOSED THEORETICAL FRAMEWORK
An anci ent  Gr eek phi l os opher, He racl i t us , once s ai d, “the only thing that is constant is
change” (Engels. 1939: 27). Indeed, as technology - dri ven gl obal  i nt erdep en dence
becom es  a real i t y of l i fe, none of us  i s  i m m une t o chan ge ( Fri edm an, 2005) . W hi l e i n
gen eral  i t  i s  wi del y re co gni z ed t hat  change occu rs  i n vi rt ual l y al l  fa cet s  of s oci al  l i fe,
oft en i n an ac cel e rat ed m anner, I b el i eve i t  has  not  been s uffi ci ent l y cons i dered i n t he
concept ual i z at i ons  of cul t ure i n i nt ernat i onal  bus i nes s  ( IB ). In f act , s i nc e t he hi ghl y
i nfl uent i al  work of Hofs t ede (1980, 1991, 2001), m os t  s t udi es  i n cros s - cul t ural
management (CCM) have rested on the “onion” metaphor in which culture is treated as
equi val ent  t o cul t ural  val ues , whi ch i s  hard t o ch a nge, o r at  bes t  ch an ge s l o wl y ove r t i m e
(e. g. , Hofs t ed e, 1980, 19 91, 2001;  Hous e e t  al ., 2 004). In fa ct , t he s t ud y o f  cul t ure i n
C C M  has  t radi t i onal l y fo cus ed on i dent i f yi n g di ff erenc es  i n cul t ural  val u es  acros s  nat i ons
or or gani z at i ons  and ex am i ni ng t hei r i m pl i cat i ons  for IB . The s t ud y has  pri m ari l y ut i l i z ed
t he di m ens i ons  approach i n whi ch t he com pl ex i t y of cul t ural  val ues  i s  r edu ced t o s eve ral
des cri pt i ve bi pol ar di m en s i ons  or fact ors  bas ed on t heoret i cal  ex pos i t i on and/ or form al
s t at i s t i cal  fact or an al ys i s  (M i nkov, 2013).
The as s um pt i on of s t abl e  cul t ural  val ues  i n t he di m ens i ons  ap proach h as  a n earl y
root  i n t he s t ruct ural  func t i onal i s t  paradi gm  i n s oci ol og y whi ch vi e ws  s oci et y as
obj ec t i ve, s t abl e, coh es i ve and wel l - i nt e grat ed. It  pl aces  a v al ue s ys t em  at  t he heart  o f
cul t ure (W es t wood & Ev eret t , 1987). Thi s  appro a ch s ugges t s  cul t ure ch an ge i s  ha rd t o
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occur, or at  m os t  gr adual  and predi ct abl e, whi l e pe rs i s t ence and re gul ari t i es  are vi ew ed as
t he norm al  s t at e and fo cu s  of anal ys i s  (P ars ons  & S hi l s , 1951). Al t hough t he s t ruct ural -
funct i onal i s t  paradi gm  ha s  enl i ght ened ou r unders t andi ng on s o ci al  s t ruct ur e and i t s
mechanisms, the paradigm’s contribution to the understanding of cultural change is
m i ni m al  ( Lau er, 1982).
B y cont r as t , t he s ym bol i c  i nt eract i on pers p ect i ve i n s oci ol og y pe rcei v es  cu l t ure as
hi ghl y d ynam i c and fl ui d. It  r es t s  on t hree p rem i s e s :  fi rs t , t hi ngs  are kno wn t hrough
m eani ngs  and hum an a ct i on depends  on m eani n gs ;  s econd, m eani n gs  a re gi ven t o t hi ngs
bas ed on hum an s oci al  i n t eract i ons ;  and t hi rd, m ea ni ngs  can  chan ge t hrou gh s o ci al
i nt eract i ons  (Fi n e, 1993).  The s ym bol i c i nt er act i o n pers pect i ve vi ews  cul t u re as  t he
product  of t he ev er yda y s oci al  i nt eract i ons  of i ndi vi dual s , and t hus  i s  capa bl e of
ex pl ai ni ng how as pect s  o f s oci et y can chan ge as  t he y are cr eat ed and re cre at ed b y s oci al
i nt eract i ons  ( Bl um er, 19 69;  Herm an & R e ynol ds , 1994). C ul t ure i s  t hus  concept ual i z ed
as  a cont i nuous  proc es s  o f i ndi vi dual s  cons ens ual l y de ri vi ng s h ared m e ani n gs  f rom  bot h
obj ect s  i n t he envi ronm e nt  and t he act i on of ot he r s . Hence, ever y obj ect  an d a ct i on has  no
i nherent  m eani n g, but  a s ym bol i c m eani n g;  m aki n g or p roduci n g cul t ure i s  t herefor e s e en
bas i cal l y as  a s ym bol i c p henom enon. M oreov er, p eopl e i nt era ct  wi t h each ot her b y
i nt erpret i n g and r e - defining each others’ actions, and because patterns of t hi s  s oci al
i nt eract i on ar e cons t ant l y chan gi n g over t i m e and over s pac e, m eani n gs  a re  al s o chan gi n g
i nt ert em poral l y as  wel l  a s  i nt ers pat i al l y. C ons equ ent l y, cul t ur e as  t he col l ect i ve
m ani fes t at i on of hum an s oci al  i nt eract i on i s  al s o e vol vi ng and i s  neve r com pl et el y s t at i c
(Bl um m er, 1969;  C ardw el l , 1971).
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In t hi s  s e ct i on, I bo rrow m ai nl y i ns i ght s  f rom  t he s ym bol i c i nt era ct i oni s m
paradi gm  al on g wi t h i dea s  from  ant hropol o g y and econom i cs  and i nt e gr at e t hem  i nt o
vari ous  s t rong fe at ures  of  t he ex i s t i ng concept ual i z at i ons  of cul t ure t o devel op t he
D yn am i c S oci o - C ul t ural  M odel  (DS C M ), whi ch i s  a gener al  t heor et i cal  fr a m ework t hat
hel ps  ex pl ai n how cul t ure i s  cre at ed and how i t  ch anges  over t i m e i n group s ,
organi z at i ons , and s oci et i es . The propos ed DS C M  m akes  t he proc es s  of cul t ural  cr eat i on
and cul t ural  ch an ge m or e  s ys t em at i c and ex pl i ci t , and encom pas s  i n i t s  m odel  ot her
el em ent s  of cul t ure b e yo nd cul t ural  val ues . Fol l owi ng s oci ol o gi cal  t r adi t i on, we devel op
t he m odel  b y anal yt i cal l y t reat i ng cul t ure a nd t he s oci al  s ys t em  i n whi ch i t  r es i des  as  t wo
di s t i nct i ve but  i nt errel at e d ent i t i es  (Kroebe r & P ar s ons , 1958). Furt he rm ore , peopl e and
t hei r s oci al  s ys t em s  are i nt erdepend ent . C ul t ure i s  t hus  fl ui d and s ubj ect i vel y per cei ved i n
peoples’ minds, because people are co nt i nuous l y m ani pul at i ng s ym bol s  an d creat i n g
col l ect i ve m eani n gs  t hro ugh s oci al  i nt e ract i ons . A ccordi n gl y, cul t ural  di f fe rences  are
cont ex t - s peci fi c, and t hei r eff ect s  on IB  ar e d ynam i cal l y cont ex t - dependent ,  as  peopl e
and or gani z at i ons  from  d i fferent  cul t ures  i nt era ct  wi t h one anot her. Th e di agram m at i c
repres ent at i on of m y pro pos ed d yn am i c s oci o - cul t ural  m odel  (DS C M ) i s  pr ovi ded i n
Fi gu re 1.
Social system
I b e gi n des cri bi n g m y pr opos ed d yn am i c s oci o - cu l t ural  m odel  (DS C M ) b y focus i ng on
t he s oci al  s ys t em , whi ch i s  t he cent er, or cor e, wh ere al l  hum an s o ci al  i nt er act i ons  occur.
Social system i s  defi ned as  t he col l ect i on of i nt er a ct i ng i ndi vi dual s  (W as s er m an & Faus t ,
1994). Ex cept  i n an ex t rem el y r are cas e wher e an i ndi vi dual  l i ves  i n com pl et e i s ol at i on
28
(e. g., t ot al  i ns t i t ut i ons  s uch as  s ol i t ar y confi n em e nt  i n pri s on), ever y i ndi vi dual  t ypi c al l y
i nt eract s  wi t h ot her hum a n bei ngs . Interaction or social interaction (herei na ft er wi l l  be
Fi gu re 1 . Th e D ynam i c S oci o - C ul t ural  M odel  (DS C M )
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us ed i nt erchan geabl y) ref ers  t o at  l eas t  t wo a gent s  act i ng upon on e anot he r ( M cC al l ,
2003). Int era ct i ons  can t a ke m an y form s . S oci al  ex chan ge i s  one o f t hos e fo rm s , where
i nt eract i ons  ar e vi ewed a s  ex changes  i n wh ich one person’s actions are interdependent
and cont i ngent  on t he a ct i ons  of anot her pe rs on/ s  ( Bl au, 1964). R e ci proci t y or repa ym ent
i n ki nd i s  t he m os t  oft en us ed rul e i n s uch ex chan ge, al bei t  not  t he onl y on e (C ropanz ano
& M i t chel l , 2005). Ot he r  res ourc e s  t hat  m a y be ex chan ged can i ncl ude l ov e , s t at us ,
i nform at i on, m one y, goo ds , and/ or s ervi c es  (Fo a & Fo a, 1980). E conom i c or m arket
ex change i s  i n fact  a s p ec i al  t ype i n t he bro ade r s oci al  ex chan ge f ram ewo rk . An
i nt eract i on m a y s i m ul t aneous l y i nvol ve m ul t i p l e t yp es  o f ex chan ges , r es ou rces , and
ex change rul es , as  i n m a r ri ages  bet w een t wo peopl e. In addi t i on t o s oci al  ex chan ge, ot he r
form s  of s oci al  i nt er act i o n i ncl ude cooper at i on, co m pet i t i on, confl i ct , and c oerci on
(Thom ps on & Hi ck e y, 2 004). Di ffe rent  ki nds of i nt eract i on l ead i ndi vi dual s  t o be
connected to one another. These connections or “ties” can be measured as present or
abs ent , s t ron g or we ak, p os i t i ve or negat i ve, bi - di r ect i onal  or uni di re ct i onal  (M ohr,
2000).
As  s hown i n Fi gure 2, t h e d ya d and t ri ad ar e t he b ui l di ng bl ocks  of an y s oc i al
system. Regardless of the social system’s forms and complexities, at the smallest unit
ever y s oci al  s ys t em  al wa ys  cons i s t s  of d yads  and t ri ads  (Boh annan, 1995 ). The s i m pl es t
form  of an y s oci al  s ys t e m  i s  a d yad, i n whi c h t h e re ar e onl y t wo i nt era ct i ng pe rs ons
i nvol ved (e. g., fri ends hi p , hus band - and - wi fe, et c.).  Furt herm o re, a t ri ad i s  a com pound
s t ruct ure of i ndi vi dual  i nt eract i ons , com pos ed o f t hree i ndi vi dual s  and t hre e d ya ds .
Fam i l y i s  a s l i ght l y m ore  com pl ex  s oci al s ys t em , f ol l owed b y ex t ended fam i l y and
ki ns hi p (Hofs t ede, 1994).  M ore com pl ex  s oci al  s ys t em s  i ncl ude, but  are not  l i m i t ed t o,
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Fi gu re 2 . V ari ous  s oci al  s ys t em s  and i nt er act i ons
organi z at i ons , groups  or com m uni t i es  bas ed on pe rs on al  char act e ri s t i cs , l i fes t yl e
com m uni t i es , nat i on - s t at e, ot her geo graph y - b as ed  s oci et i es  i ncl udi ng t he gl obal  s oci et y
of nat i ons  (Goul d & Grei n, 2009). The nat i on - s t at e, for ex am pl e, i s  s t i l l  es s ent i al l y
com pos ed of d yadi c i ndi vi dual  i nt eract i ons , i n wh i ch an individual’s choice or action
depends  on what  ot he r i ndi vi dual (s ) are doi n g, an d vi ce ver s a ( Bohannan, 1995). An
i ndi vi dual  has t he capa ci t y t o part i ci p at e i n m ul t i pl e s oci al  s ys t em s . S / he ca n bel ong t o
t wo or m ore s oci al  s ys t e m s  of s i m i l ar form s  (e. g. ,  a bi l i ngual  pe rs on bel on g s t o t wo
di fferent  l an gu a ge group s ), or s / he can al s o be pa r t  of m ul t i pl e s oci al  s ys t e m s  of di fferent
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form s  (e. g., a p ers on c an s i m ul t aneous l y be a ci t i zen of a count r y, an em pl o ye e  of a fi rm ,
a m em ber of a ci vi c or ga ni z at i on, and a m em ber o f a fam i l y.
Each i ndi vi dual  i n ever y s oci al  i nt eract i on has  a s e t  of prefe ren ces  and en ga ges  i n
purpos i ve behavi or (S che l l i ng, 2006). W i t hout  pers onal  goal s , t he r e i s  no p oi nt  for
i ndi vi dual s  t o i nt eract . The i nt eract i on c an be f ac e - t o - fac e (non - vi rt ual ) or m edi at ed
(vi rt ual ), di re ct  or i ndi rec t , t rans i ent  or re curr ent , unacquai nt ed or acqu ai nt e d, real  t i m e
(s yn chronous ) or d el a yed  (as ynchronous ), and/ or s hort - t erm or l on g - t e rm  ( M cC al l , 2003).
To furt her char act e ri z e i nt eract i on pro ces s es  at  t he  i ndi vi dual  l evel , I res ort  t o t he i dea of
Dramaturgy i n t he s ym b ol i c i nt eract i on pers p ect i ve, whi ch app roach es  s oc i al  i nt eract i on
i n ever yda y l i f e as  a t he a t ri cal  perfo rm anc e t hat  fe at ures  t wo re gi ons  o f i m pres s i on
form at i on t hat  aff ect  how  i ndi vi dual s  i nt eract  wi t h ot hers , nam el y, t he front stage and t he
back stage (Go ffm an, 19 59).
In t he front  s t a ge, i ndi vi d ual s  purpos eful l y act  i n c ert ai n wa ys  t o c reat e
i m pres s i ons  on t he peopl e around t hem  (i . e., t he a udi ence), whi l e i n t he b a ck s t age
i ndi vi dual s  pract i ce fo r r ol es  t o be pl a ye d i n t he fr ont s t age (Dol ch, 2003). The back s t a ge
i s  where i ndi vi dual s  s ym bol i cal l y c reat e behavi or bas ed on role definition – defi ned as
t he ex pect ed behavi or p a t t erns  or t he pl ans  of a ct i on whi ch are as s oci at ed wi t h a
part i cul ar rol e/ pos i t i on -- before t h e y ph ys i cal l y e nact  or en ga ge i n beh avi or whi ch
corres ponds  t o t he s ym b ol i c m odel . R ol e defi ni t i on i s  s i m i l ar t o t he “script” us ed b y
act ors  for p r epa ri n g a t he at ri cal  pe rform an ce, and i t  m a y be i n t he fo rm  of m odel s , pl ans
of act i ons , or bl uepri nt s  ( C ardwel l , 1971).
Indi vi dual s  r e gul arl y m o ve i n and out  t he front  s t a ge and t he ba ck s t a ge, as  t he y
pl a y m ul t i pl e part s  and e ach of t he p art s  has  an as s oci at ed rol e whi ch m us t  be l earn ed and
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act ed out  of t he front  s t a ge (Gof fm an, 1959). Furt herm ore, rol e defi ni t i on ( or s cri pt ) i t s el f
i s  s ubj ect  t o chan ge and m odi fi cat i on, as  i t  i s  cons t ant l y s haped b y chan gi ng hum an
i nt eract i on (C ard wel l , 19 71). C l earl y, hum an bei n gs  do not  hav e i nnat e kn owl edge
neces s a r y for pl a yi n g m u l t i pl e rol es  i n l i fe, es peci al l y wi t h cons t ant l y ch an gi n g rol e
defi ni t i ons . The y m us t  t h erefo re l e arn t he appropri at e s cri pt  for ea ch rol e t h e y wi l l  pl a y.
J us t  as  i n a t heat ri cal  perf orm ance , s om et i m es  t he act or does  not  r ehea rs e w el l  enough for
t he s cri pt  i n t he backs t a ge, caus i n g a l es s  s u cces s f ul  perform an ce i n t he f ro nt  s t age.  In
ot her cas es , t he as s oci at e d rol e defi ni t i ons  m a y o r m a y not  be cl os el y fol l o wed b y t he
act or. In s uch cas es , al l  r ol e pl a yi n g wi l l  i nvol ve a  non - s cri pt ed pa rt  t hat  re qui res  a
d ynam i c, i m provi s at i onal  and cre at i ve beh avi or (C ardwel l , 1971). S i nce i nd i vi dual s  are
cons t ant l y t aki n g on rol e s  rat her t han h avi ng rol es  i m pi nge on t hem  (Dol ch , 2003), t he
dram at ur g y i de a ar gu es  t hat  s oci al  i nt eract i ons  a re  dependent  upon t i m e, pl ace, and
audience, suggesting that an individual’s identity is not stable and independent, but
cons t ant l y r edefi n ed as  t he i ndi vi dual  i nt eract s  wi t h ot hers  (R i t z er & S t epni s k y, 2007).
Ind eed, due t o t he d yn am i c and fl ui d nat ure o f t he s oci al  i nt eract i on, ch an ge  i s
i nherent  i n eve r y s oci al  s ys t em  r e gardl es s  o f i t s  s i z e and com pl ex i t y ( Gri s wol d, 1994). In
addition, because of humans’ basic abilities to move, grow, reproduce, and respond to
s t i m ul i , t h e s oci al  s ys t em  cont i nuous l y and nat u ral l y ch an ges  ( Bohann an, 1 995). Ever y
s oci al  s ys t em  wh et her i t  i s  s i m pl e i n t heor y ( e. g., h us band - and - wi fe) o r com pl ex  (e.g.,
bus i nes s  organi z at i ons , gl obal  com m uni t i es , et c.) b y i t s  ver y n at ure ch an ge s , al bei t  at
di ffe rent  s p eeds  or rat es  of chan ge. In fa ct , chan ge i n a s oci al  s ys t em  i s  a m at t er of i t s
ver y own s urvi val . Vi ewi ng s oci et y as  a s oci al  s ys t em , S chum pet er (1975) ar gued t hat
social change is inevitable as society continually undergoes a process of “creative
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d estruction,” referring to the incessant product and process innovation by which new
product i on uni t s  repl ace out dat ed ones .
Al t hough t he d yadi c rel at i ons hi p i s  t he s m al l es t  uni t  of s oci al  i nt eract i on i n an y
ki nd and s i z e of s oci al  s ys t em , s oci al  i nt eract i o n i t s el f i s  not  l i m i t ed t o i nt erpers onal
i nt eract i on. Int er act i on m a y al s o t ake pl a ce at  t he group, o r gani z at i onal , or s oci et al  l evel .
M oreover, t he  i nt era ct i ve  part ner can be at  t he s am e l evel , cros s  l ev el  (down ward or
upward), o r m ul t i pl e l evel s  (M cC al l , 2003). Im a gi ne, for ex am pl e, a U.S . M NE en ga ges
in an FDI in India. The MNE’s subsidiary has to interact not only with other
organi z at i ons  (e.g., s uppl i ers , bus i nes s  cus t om ers , gove rnm ent ), but  al s o wi t h t he Indi an
s oci et y as  a whol e (l e gal  i ns t i t ut i ons ). Thus , t he effect  of a s eem i n gl y s i m pl e i nt eract i on
at  t he i ndi vi dual - l evel  m a y b e m ore com pl ex  i n real i t y, as  i ndi vi dual s  t ypi c al l y bel on g t o
m ul t i pl e s oci al  s ys t em s . Aft er des cri bi n g t he s oci al  s ys t em  as  t he cor e of t he DS C M
where s o ci al  i nt era ct i ons  occ ur, I am  now r ead y t o  m ove t o cul t ure, whi ch i s  anot her
cent ral  f eat ur e of m y m o del .
Culture
There are l i t er al l y hund re ds of defi ni t i ons  for cul t u re (K roebe r & Kl uckhoh n, 1952). At
i t s  m os t  ex pans i ve defi ni t i on cul t ure i s  concept ual i z ed as  ever yt hi n g m at eri al  and
nonm at eri al  hum ani t y p r oduces  ( Ber ger, 1969). O n t he ot her hand, t he m os t  res t ri ct i ve
defi ni t i on concept ual i z es  cul t ure as  m er el y ex cl us i ve art  (A rnol d , 1949), i n whi ch cul t ure
represents the “wisest and the most beautiful expressions of human effort” (Griswold,
1994, 4).  W hi l e t he form er defi ni t i on s uffe rs  from  t he l ack of pr eci s i on t ypi cal l y n eed ed
i n s ci ent i fi c i nves t i gat i on s , t he l at t er defi ni t i on i s  s o narrow t hat  i t  de - coupl es  cul t ure
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from  s oci et y or ci vi l i z at i on, renderi n g s ci ent i fi c i nferen ce equal l y l i m i t ed. For an al yt i c al
purpos e, dra wi ng from  s ym bol i c i nt era ct i on t heor y ( Bl um er, 1969;  R yan, 1 969, &
Geert z , 1973), I d efi ne c ul t ure as the collective manifestation of shared meanings created
by socially interacting human beings. As  di s cus s e d previ ous l y, s o ci al  i nt er act i ons  occur
i n m ul t i pl e s oci al  s ys t em s  of vari ous  s i z es  and co m pl ex i ti es . A s i ngl e i ndi vi dual  cannot
produce cul t ur e. C re at i ons  s uch as  l an gua ge and p ol i t i cs  m ake no s ens e ex cept  i n t erm s
of t he i nt era ct i on of peop l e. If one w ere t h e onl y h um an on eart h, t he re wou l d be no need
for l an gua ge or gove rnm ent  (R ya n, 1969). An i nd i vi dual  al s o has  t he choi c e of
perm anent l y l eavi n g an y s oci al  s y s t em  i n whi ch s / he res i des . Ho weve r, s o m e s oci al
s ys t em s  m a y be h arde r or  eas i er f rom  whi ch t o ex i t  t han ot hers . For ex am pl e, for m os t
peopl e i t  i s  rel at i vel y eas i er t o qui t  t hei r j obs  t han t o m i grat e from  t hei r cou nt r y of bi rt h t o
anot her count r y. Li k ewi s e, a pri s oner cannot  us ual l y wal k out  of j ai l .
As  a s oci al  cons t ru ct , cul t ure has  el em ent s  whi ch are het ero gen eous  i n con t ent
and funct i on (Ti l l y, 1992 ). Elements of culture i nc l ude, but  are not  l i m i t ed t o , knowl edge,
val ues , norm s , bel i efs , cu s t om , l aw, l angua ge, a rt , concept s  of good and evi l , t ool s ,
t echnol ogi es , t ool s  and ar t i fact s  (J appers on & S wi dl er, 1994). Fun ct i onal l y,  cul t ure i s
bot h a constraint and a resource (S e wel l , 1992). It  i s  a cons t rai nt  i n t hat  i t  provi des  rul es
of t he gam e fo r t he i nt er a ct i on t hrough i ns t i t ut i ons , creat i n g s t abi l i t y i n t he s oci al  s ys t em
where t he cul t ure r es i des  (Nort h, 1991). On t he ot h er hand, cul t ur e i s  a form  of res our ce
t hat  can be put  t o s t rat e gi c us e b y i ndi vi dual s  who pos s es s  i t  (S ewel l , 1992;  S wi dl er,
1986). Be c aus e a t ypi cal  hum an bei ng b el on gs  t o m ul t i pl e s oci al  s ys t em s  of vari ous
form s  and com pl ex i t i es , s / he can ut i l i z e m ul t i pl e cul t ural  res our ces t hat  s e rve as  a
repert oi r e, from  whi ch s / he can s el ect  di ff eri n g pi eces  t o at t ai n hi s  or he r goal  (Hanne rz ,
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1969). C ons equent l y, t he  s i z e of t he cul t ural  res ou rces  fo r a t ypi cal  i ndi vi d ual  i n m odern
s oci et y i s  ve r y l ar ge, as  m os t  peopl e know m ore cul t ure t han t he y ut i l i z e (Di M aggi o,
1997;  S wi dl er, 1986). In deed, as  a res our ce, cul t ure l i berat es  and en abl es  i nt eract i n g
hum an bei ngs  t o a chi eve t hei r i ndi vi dual  as  wel l  a s  col l ect i ve goal s . C om pared t o
pri vat el y - owned res our ce s  (e. g., ph ys i cal  c api t al , hum an capi t al , fi nan ci al  c api t al , and
l abor s ervi c es ), cul t ur al  r es ources  are uni qu e bec a us e t he y ar e com m onl y l earned, s h ared,
pos s es s ed, and unde rs t ood (i n t erm s  of m eani n gs ) b y al l  i nt er act i n g m em be rs  of t he s oci al
s ys t em  whe re t he cul t ure res i des . W hi l e pri vat e go ods  or res our ces  a re r el at i vel y
di s t i ngui s habl e, cul t ure i s  i nherent l y p res ent  i n an y pri vat e goods  and s e rvi c es , and fo r
t hat  reas on, c an be s e en a l m os t  ever yw her e.
Ever y s oci al  s ys t em  r e ga rdl es s  of t he s i z e and co m pl ex i t y has  cul t ur al  res ources .
Furt herm o re, bas ed on us age fr equen c y, we di s t i ngui s h cul t ural  r es ourc es  i nt o t hree
m aj or components , nam e l y, active cultural resources , de-activated cultural resources ,
and “lost” cultural resources (S ee Fi gure 3 ).
Active cultural resources refe rs  t o cul t ural  r es ourc es  t hat  are act i vel y and
com m onl y ex pl oi t ed b y t he i nt eract i n g m em be rs  o f t he s oci al  s ys t em . De-activated
cultural resources , on t he ot her hand, ref ers  t o ol der cul t ural  r es ourc es  t ha t  are s t i l l  s t ored
by the social system, but are less likely to be exploited by the social system’s interacting
m em bers  (e. g., ol de r fas h i on s t yl es , t yp ewri t e rs , s ki l l s  t o dri ve cars  wi t h m a nual
t rans m i s s i on am ong Am e ri cans ). Fi nal l y, “lost” cultural resources i s  an y c ul t ural
res ourc e t hat  has  be en co m pl et el y ab andoned, or e ven for got t en b y t he i nt er act i ng
m em bers  of t he s oci al  s ys t em  (e. g., dead anci ent  l angu a ges  and al phabet s , e x t i nct  anci ent
knowl edge of m edi ci n al  pl ant s ). Furt he rm ore, bou ndari es  bet w een cul t ur al  com ponent s
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are s em i - p erm e abl e, al l o wi ng m ovem ent s  of cul t ural  el em ent s  a cros s  com p onent s  over
t i m e and/ or s pace. C l e arl y,  s oci al  s ys t em s  i nfl uen ce and are i nfl u enced b y cul t ure i n al l
i t s  m yri ad form s . Th e ne x t  s ect i on di s cus s es  t hos e reci pro cal  i nfl uenc es  fro m  m acro - l ev el
and m i cro - l ev el  pers pe ct i ves .
Fi gu re 3 . C ul t ural  r es our ces
Socio-cultural dynamics: The reciprocal relation between social system and culture
Macro-level perspective
As  Fi gure 1 s u gges t s , cul t ural  chan ge i s  a m ani fes t at i on of chan ge i n t he s o ci al  s ys t em
where t he cul t ure r es i des . As  i ndi vi dual s  i nt eract  wi t h each ot her i n a s oci a l  s ys t em ,
col l ect i ve l ea rni ng o ccur s  and l eads  t o ef fect s  t hat  m odi f y s ha red knowl ed ge ( Luhm ann,
1995) and gen erat e n ew cul t ural  el em ent (s ). Cultural change occu rs  when  cul t ure i s
m odi fi ed as  a res ul t  of t h e arri v al  of one or m or e n ew cul t ural  el em ent (s ). Socialization i s
a form al  and i nfo rm al  co l l ect i ve l earni n g pr oces s  o f acqui ri n g one o r m ore e l em ent s  of
new cul t ure b y t he i nt e ra ct i ng m em be rs  of t he s oc i al  s ys t em  (G ri s wol d, 1994). A
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s oci al i z ed cul t ural  el em e nt  becom es  part  of t h e ac t i ve cul t ure com ponent  o f t he s oci al
system’s cultural resource s . C onvers el y, de - s oci al i z at i on i s  t he proces s  of de - act i vat i n g
one or m ore el em ent (s ) o f t he ol der cul t ur e, as  ne w cul t ure i s  bei n g s oci al i z ed. De -
activated culture is stored passively in the culture’s resources.
M ore s peci fi cal l y, cul t ur al  chan ge i nvol v es  t he fo l l owi ng four m e chani s m s :
i nvent i on, di ffus i on, accu m ul at i on, and adj us t m ent  (M art i ndal e, 2013). Invention i s
defined as a combination of cultural elements which currently exist in any social system’s
cul t ural  res our ces , or a m odi fi cat i on of a cul t ur al  e l em ent  t o form  a new on e. It  i n cl udes
not  onl y t echnol o gi c al  i nvent i on, but  al s o s oci al  i nvent i ons  (e. g., The W or l d Bank, The
W orl d Trade Or gani z at i on, et c.) and i nnovat i ons  i n ot her cul t ural  el em ent s  (e. g., new
words , pro gram m i n g l an gua ges , et c. ). I t  al s o cov e rs  not  onl y bas i c o r i m port ant
i nvent i ons , but  al s o m i nor i m provem ent s  (O gburn,  1950). Accumulation oc curs  when
more elements are added to a social system’s cultural resources than are lost as result of
t he i nvent i on. The m ore cul t ural  el em ent s t he s oci al  s ys t em  has  and t he l ar ge r t he
accum ul at i on t he s oci al  s ys t em  ex peri en ces , t he e a s i er i t  i s  for t he s oci al  s ys t em  t o
produce ne w i nvent i ons  t hrough t h e com bi nat i on of t hes e el em ent s . Thus , t he growt h of
cul t ural  res our ces  f rom  t he ac cum ul at i on pr oces s  t ends  t o be ex ponent i al , j us t  as  i n t he
gro wt h of fi nan ci al  i nves t m ent  wi t h com pounded i nt eres t  rat e. Diffusion re fers  t o t he
s pread of i nve nt i ons  t o al l  i nt eract i ng m em bers  of t he s oci al  s ys t em . Adjustment occurs
when an i nvent i on com es  i nt o cont act wi t h ot her c ul t ural  el em ent s , as  t hes e  cul t ural
el em ent s  m a y evol ve at  di fferent  s p eeds . For ex am pl e, i n s oci al  m ovem ent s , chan ges  i n
t he non - m at eri al  c ul t ure ( val ues , i deas , et c.) t end t o l ead chan ges  i n t he m at eri al  cul t ure
38
(e. g., cl ot hi ng, bui l di n gs ,  e t c . ). On t he ot he r hand, i n econom i c devel opm en t , chan ges  i n
m at eri al  cul t ure t end t o l ead t o chan ges  i n t he non - m at eri al  cul t ur e (O gbur n, 1950).
C ul t ure and t he s oci al  s ys t em  where i t  res i d es  m i rror ea ch ot her (Gri s wol d,  1994).
W hi l e t he DS C M  pos i ts  that cul t ure provi des  s t abi l i t y and i nt e grat i on t o t he  s oci al  s ys t em
(Dem er at h & P et ers on, 1 967), i t  al s o s ugges t s  t hat  cul t ure fa ci l i t at es  chan ges  i n t he s oci al
s ys t em , en abl i ng and gui di ng i nnovat i ons  t hat  ar e hi ghl y cru ci al  for t he s u r vi val  of t he
s oci al  s ys t em  (S e e Fi gur e 1). Hen ce, cul t ur e and i t s  s oci al  s ys t em  co ex i s t  and co - evol ve.
From  t he s oci al  s ys t em  c om es  cul t ure and f rom  cu l t ure com es  t he pl an and knowl edge b y
whi ch t he s oci al  s ys t em  f unct i ons , orders , and m ai nt ai ns  i t s el f (R yan, 1969 ) . As  a res ul t ,
s oci al l y i nt er act i n g hum a n bei ngs  are bot h det erm i ned b y cul t ure and d et er m i nant s  of
cul t ure (M el t z er, P et ras , & R e ynol ds , 1975).
The di al ect i c al  act i on - reaction process between culture’s “stabilizing” forces and
“enabling” forces results in a socio - cul t ural  equi l i bri um . Equi l i bri um  here refe rs  t o a
s i t uat i on i n whi ch s om e m ot i on or act i vi t y or r es p ons e has  di ed aw a y, i n w hi ch s ever al
t hi ngs  t hat  have b een i nt e ract i n g, adj us t i ng t o each  ot her and to each other’s adjustment,
are at  l as t  adj us t ed, i n bal ance and at  res t  m om ent a ri l y (P ars ons , 1961 ). It  ha s  no
norm at i ve connot at i on, a nd i s  nei t her good no r ba d. M oreover, cons i s t ent  wi t h what  t he
anci ent  Gr eek phi l os ophe r Her acl i t us  once as s ert e d that all being is “in flux, is constantly
changing, constantly coming into being and passing away” (Engels. 1939: 27), the action -
react i on pro ces s  cont i nuo us l y occu rs  wi t hi n t he s oci al  s ys t em , l e adi n g t o a d ynam i c
s oci o - cul t ural  equi l i bri u m . It  i s  a s i t u at i on i n whi ch t he equi l i bri um  i s  achi eved, but  onl y
for a s hort  pe ri od of t i m e , as  a new act i on - r eact i on  proces s  dev el ops  a gai n ( Van Den
Ber gh e, 1963).
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Fi gu re 4 . M i c ros t ruct ure of a d yadi c i nt e ract i on
Micro-level perspective
As des cri bed i n Fi gure 4,  t he cre at i on of cul t ure as  a col l ect i ve l e arni n g pro ces s  occu rs  i n
s i t uat i ons  where i nt era ct i on proces s es  yi el d eff ect s  t hat  m odi f y t he col l e ct i vel y - s h ared
knowl edge, produ ci ng no vel  knowl ed ge i n t he s oci al  s ys t em . The re are t wo t ype s  of
40
col l ect i ve l ea rni ng p roce s s es  t hat  yi el d t wo di ff er ent  t ypes  o f s har ed know l edge, nam el y,
s ubs t ant i ve l earni n g and s oci al  rul e l ea rni ng, whi c h produce s ubs t ant i ve kn owl edge and
rul es  for l e arni n g, res p ect i vel y. S ubs t ant i ve l ea rni ng l e ads  t o t he ac cum u l at i on of
di fferent  t ypes  o f s ubs t an t i ve knowl edge (Ed er 19 99), ran gi n g from  s i m pl e  pract i cal
knowl edge t o advan ced s ci ent i fi c knowl ed ge. On t he ot her hand, s o ci al  rul e  l earni n g
produces  t a ci t  knowl ed ge  about  how t o l earn, t hat  can be pr es erv ed and p as s ed over t o
fut ure m em bers  o f t he s o ci al  s ys t em , t hrou gh whi ch i nt eract i n g i ndi vi dual s  col l ect i vel y
l earn wa ys  and pro cedur es  for gen erat i n g ne w kn owl edge and i nt e gr at i ng t hi s  new
knowledge into their social system’s existing knowledge resource (Eder, 1999).
A ccordi n g t o H aberm as  ( 1979), t he l earni n g pro ce s s  i s  i nevi t abl e i n ever y s oci al
s ys t em , be caus e hum ans  m us t  l earn t o l i ve and not  l earni n g i s  i m pos s i bl e. Speci fi cal l y,
Eder (1999) furt he r ar gu es  t hat  col l ect i ve s oci al  r ul e l earni n g i s  a ne ces s a r y r eact i on t o
uncert ai nt y. In ci rcum s t a nces  i nvol vi ng unc ert ai nt y,  s oci al  s ys t em s  hav e t o reor gani z e
t hei r rul es  for d eal i n g wi t h uncert ai nt y t o s urvi ve. S i nce s oci al  s ys t em s i n m odern t i m es
l argel y ca rr y unc ert ai nt y i nherent  i n t hem , i nt eract i ng i ndi vi dual s  wi t hi n t he s oci al
s ys t em s  m us t  t hen cont i nuous l y and col l ect i vel y l earn ne w rul es  ( B eck, 19 92;  S abat i er &
J enki n - S m it h, 1993). Al l  i n al l , m y propos ed t heo r et i cal  fr am ework s u gges t s  s oci al
chan ge and cul t ural  ch an ge are i n evi t abl e fe at ures  of an y s urvi vi n g s oci al s ys t em  wh et her
organi z at i on, nat i on, or a n y t ype o f group.
Bot h s ucc es s ful  s ubs t ant i ve l earni n g and s o ci al  rul e l earni n g l e ad t o m ore c ul t ural
resources, which increases the likelihood of the social system’s survival as more tools
and repe rt oi res  a re av ai l a bl e i n t he s oci al  s ys t em . W hen a new fl ow of cul t ural  res our ces
arrive in a social system as a result of social interactions, its effect on the social system’s
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s t ocks  of act i ve cul t ur al  r es ources  i s  l i kel y t o be n on - l i near and can ei t her b e pos i t i ve o r
n egat i ve, dep endi ng on whet her or not  t he n ew fl ow of cul t ural  r es ourc es  and t he ex i s t i ng
s t ocks  of act i ve cul t ur al  r es ources  are com pl em ent ar y. W hen t he y ar e com p l em ent ar y,
t he t ot al  s t ock of act i ve c ul t ural  res ourc es  wi l l  go up;  ot herwi s e i t  wi l l  go d own. Non -
l i neari t y i t s el f o ccurs  b ec aus e of t he di f fer ence i n t he rat e o f new cul t ural  re s ources
i nfl ow and t he rat e of de pl et i on of t he act i ve cul t u ral  res our ces , be com i ng part  of de -
activated cultural resources and eventually “lost” cultural resources, which oft en cr eat es
uni nt ended cons equen ces  wi t hi n t he s oci al  s ys t em .
Stimuli for change
In t he ri ght - hand pa rt  of t he DS C M  (Fi gure 1 ), t he  m odel  al s o feat ur es  di ffe rent  t yp es  of
s t i m ul i  t hat  are pot ent i al l y as s o ci at ed wi t h ch an ge s  wi t hi n t he s oci al  s ys t e m . Stimuli for
change ar e condi t i ons  t hat  m ake s oci al  ch an ge m ore l i kel y (R ya n, 1969). A s t i m ul us  for
chan ge can ei t he r be ex t e rnal  or i nt ernal  t o a s o ci a l  s ys t em . The ex t ernal  co ndi t i ons
i ncl ude t hos e i n t he ph ys i cal  envi ronm ent , and ot h er s oci al  s ys t em s  o f va ri ous  s i z es ,
com pl ex i t i es , and purpos es , whi ch com e i nt o cont act  wi t h t he s oci al  s ys t e m  (R yan,
1969). The rel at i ons hi p bet ween t he s t i m ul i  for ch ange and t he s o ci al  chan ge can b e non -
l i near and prob abi l i s t i c, as  oppos ed t o s i m pl y a l i nearl y det e rm i ni s t i c caus e - and - e ffe ct
rel at i ons hi p. One of t he e x am pl es  for an ex t ernal  s t i m ul us  i s  t he effect  of 9 - 11 i n New
York C i t y and t he s ubs eq uent  U.S . W ar on Terro r on t he behavi or of m os t  a i r t ravel ers
even out s i de of t he U.S ., as  t he y n ow hav e t o unde rgo s t ri ct er ai rpo rt  s ecu ri t y cl ear ance
procedur es . Ex am pl es  of s t i m ul i  for change t hat  ar e i nt ernal  t o t he s oci et y i ncl ude s oci al
m ovem ent s  (e. g., LG BT l egi t i m ac y) and ch an ges  i n dem ogr aph y, a ge ex pect anc y, chi l d
42
bi rt h rat e, et c. B y cont ras t , however, a s o ci et y wi t h l i m i t ed out s i de cont act s – hence a
l ower probabi l i t y for s oci al  chan ge -- i s  l i kel y t o e x peri ence l i t t l e chan ge i n  i t s  cul t ure.
Furt herm o re, the rate of change (or s p eed of chan ge ) i n t he s oci al  s ys t em  i s
det erm i ned not  onl y b y t he s t ren gt h of t he s t i m ul us for change, but also the culture’s
react i on t o t he s oci al  cha nge, o r t he l evel  o f cultural inertia – defi ned as  t he propens i t y of
cul t ure t o avoi d cul t ural  chan ge, and al s o for t he propens i t y o f cul t ure t o c ont i nue
chan gi n g once i t  i s  al r ead y i n m ot i on ( Z ar at e, S ha w, M arquez , & Bi a gas , 2 012). C ul t ural
i nert i a i s  em bedded i n t h e s oci al  s ys t em , and s om e cul t ures  a re m or e or l es s  i nert  t han
ot hers . In ot her wo rds , t he propens i t y t o chan ge i s  het ero gen eous  ac ros s  cul t ures .
Addi t i onal l y, Harz i n g an d Hofs t ede (1 996 ) ar gu e d t hat  cul t ures  wi t h hi gh val ues  of
power di s t anc e, col l ect i v i s m , and uncert ai nt y avoi dance are m or e res i s t ant  t o chan ge,
com pared t o t hos e wi t h l ow val ues  on t hos e di m e ns i ons , m aki ng t he l at t er m ore adapt abl e
t o chan ges  i n t he gl obal  e nvi ronm ent (Erez  & Gat i , 2004). As  gl ob al  i nt erde pendenc e
becom es  a real i t y, a pur e l y s t at i onar y s oci al  s ys t e m  i s  vi rt ual l y non - ex i s t ent . In a
chan gi n g s oci al  s ys t em  e l em ent s  of cul t ure a re not  neces s a ri l y chan gi n g a t  equal  s peed,
and henc e caus e a s e ri es  of m al adj u s t m ent s . The m al adj us t m ent  of cul t ura l  el em ent s
al ong wi t h i t s  as s oci at ed s t res s es  and s t rai ns  i n t he  whol e s ys t em  i s  a di s t i n ct i ve
chara ct eri s t i c of a cul t ure  i n a chan gi n g s oci al  s ys t em  (O gburn, 1936)
In s um , us i n g pri m ari l y i ns i ght s  from  t he s ym bol i c i n t eract i on pa radi gm , I have
devel oped and hi ghl i ght e d t he DS C M  as  a new t he oret i cal  pe rs pect i ve t hat  provi des
i ns i ght s  i nt o how cul t ure i s  creat ed, chan ges  and e vol ves  over t i m e.
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DISCUSSION AND PROPOSITIONS
The previ ous  s e ct i on i nt roduced t he DS C M  wi t h i t s d ynam i c and m ul t i - el e m ent  feat ur es
as  a conc ept ual  m odel  on  cul t ure. In t hi s  s ect i on, I wi l l  di s cus s  t he t heoret i c al
i m pl i cat i ons  of t he DS CM  and devel op r el evant  p ropos i t i ons  for t he rol e of  cul t ural
distance in EMNE’s acquisition of firms in developed economies. From the DSCM’s
vi ew, an or ga ni z at i on can es s ent i al l y b e t hought  o f as  a s oci al  s ys t em  wi t h ot her s oci al
s ys t em s  of va ri ous  t yp es  or s i z es  wi t hi n or out s i de i t . For ex am pl e, a purel y dom es t i c
fi rm  i s  part  of a col l e ct i on of or gani z at i ons  wi t hi n a count r y, and i t  m a y ha ve s ever al
di vi s i ons , branches , depa rt m ent s , and/ or t eam s  i n i t . To be s ure, i n t he c as e of an EM NE,
i t  can al s o be pa rt  of m ul t i pl e l arger s oci al  s ys t em s , as  i t  operat es  i n m ore t h an one
count r y. Furt h erm ore, a f i rm  cont i nuous l y i nt e ra ct s  wi t h ot her s oci al  s ys t e m s  of vari ous
t ypes  or s i z es  i ncl udi n g o t her fi rm s , s e gm ent s  of c ons um ers , gov ernm ent s , et c. In e ach of
t hes e s oci al  s ys t em s  res i de cul t ural  r es ourc es  wi t h t hei r di s t i nct i ve cul t ura l  el em ent s .
S om e of t he el em ent s  i n t he cul t ur al  r es ourc es  ar e s hared a cros s  count ri es . For ex am pl e,
M andari n C hi nes e i s  a l a ngua ge com m onl y s poke n am ong p eopl e not  onl y i n C hi na, but
al s o i n Tai wan and S i n ga pore.
The DS C M  vi ews  a cros s - border M&A as a “marriage” between two firms. It is a
cul t ural  e vent , i n whi ch t wo s oci al  s ys t em s , each of whi ch bri n gs  i t s  own di s t i nct i ve
cul t ural  res our ces , a re i nt eract i n g wi t h e ach ot he r. In s u ch an ev ent , cros s v e rgence m a y
occur i n one o r m ore el e m ent s  of t he cul t ure ( e. g. , new t echnol o gi es  r es ul t ed from
com bi ni n g res ou rces  fro m  t he acqui ri n g and a cqu i red fi rm s ). C onver gence  m a y al s o
concurr ent l y o ccur (e. g., val ues , s uperi or m an a ger i al  pract i ces  from  t he a cq ui ri ng fi rm
adopt ed at  t he a cqui red fi rm , et c.). Li kewi s e, di ver gen ce m a y o ccur, s i n ce t he acqui ri n g
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and t h e acqui r ed fi rm s  a r e l ocat ed i n t wo di ff erent  count ri es  t hat  m a y hav e cont ras t i ng
s et s  of nat i onal  l aws  and i ns t i t ut i ons . At  t he s am e t i m e, s om e ot her el em ent s  of cul t ure
m a y s i m pl y co - evol ve or co - i nt e grat e (e. g., hi ri n g pract i ces , l o cal  knowl ed ge, et c.),
es peci al l y i f t he y are di f f erent , yet  com pl em ent ar y t o each ot her. C l e arl y no  s t ri ct  or
com pl et e conve r genc e, d i vergenc e, or c ros s ver ge nce, oc curs  i n m os t  M & A cas es .
The DS C M  s ugges t s  a s h i ft  from  focus i n g on cul t ural  di s t ance t o cul t ur al
com pl em ent ari t y. C D i t s el f now becom es  s ubj ect i ve, dependi n g on t he pur pos e(s ) or
cont ex t (s ) of t he i nt eract i on, t he cul t ural  el em ent s  i nvol ved i n t he i nt eract i o n, t he
di s t ri but i on of power am ong t he i nt er act i n g pa rt i es , and t he cul t ural  r es our ces  col l ect i vel y
s hared b y t he i nt er act i n g part i es . In ot her words , C D i s  endogeni z ed. For ex am pl e, i f a
firm is to combine its resources with another firm’s resources in order to enhance
creat i vi t y and i nnovat i on s , fi ndi ng a p art ner fi rm  wi t h hi gh C D can act ual l y be us eful . In
fact i n s uch c as es , cul t ur al  di ffer ences  are no l on ger vi ewed as  a l i abi l i t y, a nd i ns t ead can
be t hought  of as a val u ed  as s et  (W at s on, Kam al es h, & M i chal es on, 1993 ). The C D m a y
provi de opport uni t i es  for  l earni n g uni que wa ys  o f doi ng bus i nes s  from  n ew  cul t ural
res ourc es  ( La rs s on & Fi n kel s t ei n, 1999; M oros i ni , S hane, & S i n gh, 1998), gr eat e r
ex pl orat i on of new res ou rces  and cap abi l i t i es  (R eus  & Lam ont , 2009), and  breaki n g
internal rigidities in the MNEs’ organization (Barkema &Vermeulen, 1998).
There i s  vi rt ual l y no em p i ri cal  s t ud y t hat  h as  s peci fi cal l y ex am i ned t he rol e of
cultural distance in the context of EMNE’s acquisitions in developed countries, but  m an y
s t udi es  have been und ert aken i n a m ore gene ral  c ont ex t  of cros s - border ac qui s i t i ons . The
effe ct  of c ros s - national cultural distance on acquirers’ post - a cqui s i t i on perf orm ance i n
l at t er cont ex t  however r e m ai ns  em pi ri cal l y i ncon c l us i ve (S t ahl  & Voi g t , 2008), ran gi n g
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from  s upport  for a n e gat i ve eff ect  ( e. g., Buono, B owdi t ch, & Le wi s , 1985;  J em i s on &
S i t ki n, 1986;  Dat t a & P ui a, 1995), pos i t i ve eff ect  ( e.g., C ha krab art i , Gupt a - M ukherj ee, &
J a yaram an, 2009;  M oros i ni  & S i ngh, 1994;  M oros i ni , S hane, & S i n gh, 199 8), t o s upport
for a s m al l  or no e ffe ct  at  al l  (e. g., B erkem an, B el l , & P enni n gs , 1996;  M ar ki des  & It t ner,
1994;  S t ahl & Voi gt , 200 8). In t he nex t s ect i on s , I wi l l  di s cus s  s everal  as pe ct s  and
feat ur es  of t he DS C M , nam el y s p eed of cul t ural  c hange, cu l t ural  res our ces ,  cu l t ural
i nert i a, i nt eract i on dur at i on , and ex pect at i on form at i on, t o provi de a bet t er unders t andi n g
on the relationship between CD and EMNE’s post - acqui s i t i on perform ance  i n hi gh -
i ncom e m arket s . R el ev an t  propos i t i ons  wi l l  be pres ent ed ac cordi n gl y.
Relative speed of cultural change
The DS C M  vi ews  s oci et y as  a s oci al  s ys t em  t hat  m us t  change cont i nuous l y i n orde r t o
s urvi ve, even i n t he abs e nce of s t i m ul i  for chan ge  from  out s i de of t he s oci e t y. S urvi val
m akes  adapt at i on i nevi t a bl e, and i t  c han ges  t he p a t t erns  of s oci al  i nt era ct i ons , i ncreas i n g
t he l evel  of unc ert ai nt y w i t hi n t he s oci et y. The i nc reas ed un cert ai nt y t ri gger s  a col l ect i ve
l earni n g proc es s  am on g t he i nt eract i n g m em be rs  o f t he s oci et y (Ed er, 1999) , i n whi ch
rol es  are b ei n g red efi n ed and pl a yed, and event ual l y l e ad t o cul t ural  ch an ge i n t he s oci et y
(Goffm an, 1959 ). W hen t he cul t ural  ch an ge oc curs , al l  cul t ural  el em ent s  ch ange – s om e
fas t er t han ot he rs , l eadi n g t o adj us t m ent s t o rea ch  a new d ynam i c equi l i bri um .
In an EMNE’s intern at i onal  acqui s i t i on, t wo s oci e t al  cul t ures  com e i nt o co nt act
with one another, namely, the EMNE’s home culture and host culture, each of which
m os t  l i kel y evol ves  at  a d i fferent  s p eed of chan ge, dependi n g on t he res p ect i ve i nt ernal
condi t i ons  and pos i t i ons i n t hei r chan ge t r aj ect ori es . C ul t ural  di s t ance b y d efi ni t i on i s  t he
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di s t ance i n cul t ural  val ue s  bet ween t wo count ri es . W hi l e t he val ue el em ent  of each
cul t ure m a y be rel at i vel y s t abl e, i t s  non - val ue el em ent (s ) (e. g., kno wl ed ge, t echnol o g y,
art i fact s , et c .) m a y ch an ge at  a r el at i vel y fas t e r s pe ed, caus i n g m al adj us t m e nt  t hat
ul t i m at el y wi l l  l ead t o ch anges  i n al l  cul t ural  el em ent s  i n bot h s oci et i es . Ba s ed on t he
bas i c conc ept  i n Newt oni an ph ys i cs , t h e cont a ct  bet ween t wo s o ci et i es  evo l vi ng at  t wo
di fferent s p eeds  of chan ge bri ngs  us  t o t he relative speed of cultural change concept ,
defi ned as  t he s p eed wi t h  whi ch a cul t ure appro ac hes  or re cedes  from  anot her cul t ure,
whet her bot h a re evol vi n g or onl y on e i s  evol vi ng.
W hen t he non - val ue cul t ural  el em ent s  i n t h e EMNE’s home and host countries
evol ve at  rel at i vel y s i m i l ar s peeds , i t  i s  ar gu abl y e as i er for t h e EM NE t o ad apt  t o t he
cul t ure of t he hos t  count r y and o ffs et  a n y pos s i bl e t rans act i on cos t s  i ncur red  b y t he
di fferen ces  i n cul t ur al  va l ues  (or C D). For ex am p l e, al t hough t h e U.S . and C hi na m a y
i ni t i al l y h ave hi gh C D du e t o di ffer ences  i n cul t ura l  val ues , t he s peeds  of ch ange i n t he
non - val ue cul t ur al  el em e nt s  (e.g., kno wl ed ge, t e c hnol ogi es , a rt i fact s , et c.) i n t he U.S . and
C hi na m a y be rel at i vel y m ore s i m i l ar. Thi s  hel ps when an a cqui ri n g C hi ne s e M NE cl os es
or bri dges  t hei r i ni t i al  C D and offs et s i t s  negat i ve effe ct  on i t s  pos t - acqui s i t i on
perform an ce, al l owi ng a hi gher p robabi l i t y for t he  C hi nes e M NE t o operat e  s ucces s ful l y
i n t he U.S . B y cont ras t , i n s i t uat i o ns  wi t h a hi gh r el at i ve s peed o f chan ge i n non - val ue
el em ent s  of t wo cul t ures ,  bot h hom e and hos t  count ri es  evol ve at  m uch di f ferent
vel oci t i es , rende ri ng m o r e com pl i cat ed di ffi cul t i es  for t he EM NE t o ad apt  t o t he new hos t
count r y envi ronm ent , be caus e t he cultural differences between the EMNE’s home and the
hos t  count ri es  are growi n g l ar ger ov er t i m e. Thus , t he rel at i ve s pe ed of cul t ural  chan ge of
t he hom e and hos t  count r i es  m at t ers . I t hus  propos e
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Proposition 1: As an EMNE engages in international acquisitions in a developed
economy, the relative speed of change in non-value cultural elements of the
EMNE’s home and host countries negatively moderates the negative relationship
between CD and EMNE’s post-acquisition performance.
Cultural resources
As  a s oci al  s ys t em , ea ch count r y h as  i t s  own cul t ural  res our ces . W hen an E M NE acqui res
a firm in a foreign advanced economy, the EMNE bring its home country’s cultural
res ourc es  as  w el l  as  i t s  own fi rm - s peci fi c cul t ural  res ourc es  i nt o cont act  wi t h t he cul t ural
res ourc es  of bot h t he a cq ui red fi rm  and t he hos t  c ount r y. Thi s  ch an ges  s oci al  i nt eract i ons
bet ween t he EM NE and t he acqui r ed fi rm , or t he h os t  count r y, p roduci n g an  i nherent
uncert ai nt y wi t hi n t he E M NE, t he acqui r ed fi rm , and t he hos t  count r y. Thi s  un cert ai nt y
bri ngs  about  not  onl y ri s ks , but  al s o opport uni t i es  for cr eat i n g new s h ared cul t ures ,
becaus e t h es e ri s ks  i ncen t i vi z e t he i nt eract i ng s oci al  s ys t em s  fo r furt he r s oc i al  rul e
l earni n g. In f act , i ndi vi dual s  wi t hi n t he hom e count r y, hos t  count r y, and t he  M NE (as
organi z at i on) are forc ed t o l earn new rul es  cont i nu ous l y and col l ect i vel y i n order t o ad apt
and s urvi ve ( Be ck, 1992;  S abat i er & J enki n - S m i t h, 1993).
Accordi n g t o t he DS C M ,  l arger cul t ural  res ou rces  i n a s oci al  s ys t em  i m pl y t here
are m or e di ve rs e and s i z abl e cul t ural  el em ent s  wi t hi n t he s oci al  s ys t em . Th e l ar ge r t he
cul t ural  res our ces , t he l a r ge r t he col l e ct i ve l earni n g c apa ci t y of a s oci al  s ys t em , as  m ore
repert oi r es  ar e avai l abl e f or com bi nat i ons  and i nve nt i ons , has t eni ng t he al r e ad y
ex ponent i al  growt h of t h e s oci et al  or or gani z at i onal  cul t ural  res ou rces .
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S peci fi cal l y, l ar ge r cul t ur al  res ourc es  wi t hi n t he E M NE, t he hos t  count r y, t he
acqui red fi rm , or t he ho m e count r y, i m pl y a hi gh er probabi l i t y for on e or m ore of t he
cul t ural  el em ent s  bei n g c om pl em ent ar y ac ros s  cul t ures , m aki ng i t  m ore l i k el y fo r
s ucces s ful  col l e ct i ve l ea r ni ng bet w een t he EM NE and t he acqui r ed fi rm , or t he hos t
country. For example, if the EMNE’s host country has a colonial tie with the home
country, EMNE’s collective learning t o produc e n ew s har ed cul t ure t hrou gh rol e
redefi ni t i ons  and rol e pl a yi n g wi l l  be l es s  ch al l en gi ng t hat  when t h ere i s  no previ ous
col oni al  t i e. S i m i l arl y, i f t he EM NE has  peopl e i n t hei r t op m ana gem ent  t e a m s  who have
had work or educat i onal  ex peri ence i n the host country, the “bridging” of the cultural
di s t ance wi l l  be rel at i vel y e as i er t han when i t  doe s  not , and furt her col l ect i ve l earni n g
t owards  new s h ared cul t ure wi l l  al s o be m ore t i m e - effi ci ent .
The newl y a cqui red s oci al  rul es  for l e arni n g a re i nt egr at ed i nt o ex i s t i ng cu l t ural
res ourc es  of t he EM NE, acqui red fi rm , and hos t  c ount r y, fo r furt h er t rans m i s s i on t o
fut ure m em bers  o f t he s o ci al  s ys t em s  (Ed er, 1999) . The l ar ge r cul t ural  r es o urces  al s o
m ean m ore r epert oi r es  ar e avai l abl e for t he pro ces s  of rol e red efi ni t i ons  an d rol e pl a yi n g
am ong i nt er act i n g i ndi vi dual s  and or gani z at i ons , whi ch can t hen o ffs et  t he  negat i ve ef fe ct
of CD on EMNE’ s  pos t - a cqui s i t i on perform anc e. I t hus  propos e
Proposition 2: As an EMNE engages in international acquisitions in a developed
economy, the cultural resources (of the EMNE, the acquired firm, the home
country, and the host country) positively moderate the negative relationship
between CD and EMNE’s post-acquisition performance.
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Cultural inertia
The DS C M  s ugges t s  s oci al  s ys t em s  wi t h l ow cul t u ral  i nert i a t end t o be m od e d yn am i c.
There i s  l es s  f ri ct i on i n t he s oci al  s ys t em s  t hat  res i s t  changes , or s l ow ch an ges  on ce t he y
are i n m ot i on ( Zar at e et  a l ., 2012). S om e cul t ures  are m or e or l es s  i nert  co m par ed t o
ot hers . For ex am pl e, Har z i ng and Hofs t ed e (1996)  ar gued t hat  cul t ur es  wi t h l ow val ues  of
power di s t anc e, col l ect i v i s m , and uncert ai nt y avoi dance t end t o h ave l ow l e vel  of cul t ural
i nert i a. S oci et i es  or or ga ni z at i ons  wi t h l ow cul t ural  i nert i a ar e m ore condu ci ve t o
chan ges . Th es e ch an ges  s t i m ul at e l earni ng t hrou gh  i ncreas ed unce rt ai nt i es  wi t hi n t he
s oci et y o r or gani z at i on. As  t hes e unce rt ai nt i es  ge nerat e m or e ri s ks , t o s urv i ve and
s ucceed i n t he chan gi n g s oci et y o r or gani z at i on, i ndi vi dual s  m us t  col l ect i vel y l ea rn not
onl y new s ubs t ant i ve kno wl edge (e. g., pra ct i cal  kn owl edge, t echnol o g y, et c .), but  al s o
i m port ant l y new s o ci al  r ul es  for l ea rni ng t o cre at e  t he new s ubs t ant i ve kno wl edge.
In the EMNE’s cross - bor der acqui s i t i on cont ex t , an EM NE wi t h a l ow l eve l  of
cul t ural  i nert i a i s  l i kel y t o gen erat e m ore col l ect i ve l earni n g i n i t s  or gani z at i on, as  i t
s oci al l y com es  i nt o cont a ct  wi t h t he s oci et y o f i t s  hos t  count r y. Thi s  col l e ct i ve l earni n g
i nvol ves  rol e rede fi ni t i ons  and rol e pl a yi n g as  i nt e ract i n g i ndi vi dual s , orga ni z at i ons  and
s oci et i es  cre at e a n ew s h ared cul t ur e. M oreov er, a  hi ghl y adapt abl e EM NE i s  al s o
at t ract i ve t o t he hos t  cou nt r y, be caus e i t  provi des  hos t  count r y wi t h opport uni t i es  for
i nnovat i ve com bi nat i ons . S i m i l arl y, a l ow l evel  of cul t ural inertia in the EMNE’s home
count r y i s  m or e conduci v e for m ore i nt ens i v e col l e ct i ve l earni n g t hat  l e ads  t o bet t er
adapt at i on t o chan ges  ac r os s  s oci al  s ys t em s . A hi ghl y ad apt abl e hos t  count r y l i kewi s e
provi des  great  oppo rt uni t i es  for an ent eri n g EM N E t o prod uce ne w s har ed cul t ure. I t hus
propos e
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Proposition 3: As an EMNE engages in international acquisitions in a developed
economy, the cultural inertia (of the EMNE, the acquired firm, and the host
country) negatively moderates the negative relationship between CD and EMNE’s
post-acquisition performance.
Interaction duration
From the DSCM perspective, an EMNE’s acquisition of firm( s ) i n an adv a nced hos t
count r y i s  not hi n g l es s  t h an a cul t ural  event where the time duration of the EMNE’s
i nt eract i on wi t h t he ac qui red t ar get  and t he hos t  co unt r y m a y at t enuat e t he i ni t i al  negat i ve
effect of cultural distance (CD) on EMNE’s acquisition performance. Ove r t i m e, a s  t he
EM NE cont i nues  t o i nt er act i nt ens i vel y wi t h t he a cqui red fi rm  and t h e hos t  count r y ,
t hrough c ol l ect i ve l ea rni ng pro ces s es  n ew cul t ur e  ari s es  and i s  s har ed b y t he M NE and
t he hos t  count r y. Thi s  n e w s hared cul t ure enh ance s t he col l ect i ve l ea rni ng c apaci t y of t he
EM NE and ac cel e rat es  t h e growt h of i t s  cul t ural  r e s ources .
M oreover , ov er t i m e as n ew s har ed cul t ural  r es our ces  grow ex ponent i al l y a nd
becom e m ore d yn am i c, t he cul t ural  i nert i a o f t he EM NE, t he acqui r ed fi rm , t he hos t
count r y, i s  l i kel y t o de cre as e . S i m i l arl y , ove r t i m e as both EMNE’s culture and host
cul t ure co - evol ve t hrou gh t h e col l ect i ve l ea rni n g proces s  and n ew s ha red c ul t ure, t he
s peeds  of ch an ge i n non - val ue cul t ural  el em ent s  wi t hi n t he t wo s oci al  s ys t em s  (i .e., t he
EM NE and t he a cqui red t ar get ) are ex pect ed t o be rel at i vel y m ore s i m i l ar t o  one anot her .
Hence , as  t he t i m e d uration of the EMNE’s interaction with the acquired target and the
host country increases, EMNE’s expanded cultural resources , d ecr eas ed cul t ural  i nert i a,
and l ower r el at i ve s pe ed of cul t ural  ch an ge, r educ e t he ef fect i ve C D (i .e., t he di ffer enc e
51
i n cul t ura l  val ues ) a ct ual l y ex peri en ced b y t he EM NE and s houl d l ead t o a bet t er pos t -
acqui s i t i on perform an ce for t he a cqui ri ng EM NE. In ot he r words , whi l e C D m a y i ni t i al l y
pose an impediment to the EMNE’s po s t - a cqui s i t i on perform an ce, i n t he l o ng run i t s
negat i ve e f fe ct  i s  l i kel y t o l es s en. I t hus  propos e
Proposition 4: As an EMNE engages in international acquisitions in a developed
economy, the time duration of the EMNE’s interaction with the acquired firm and
the host country positively moderates the negative relationship between CD and
EMNE’s post-acquisition performance.
Expectation and time cost
If  t he DS C M  perc ei ves  C D not  as  ne gat i ve , as  p re vi ous l y t hought , wh y t h e n do s om e
EMNE’s acquisitions in developed countries fail and cultural distance are often cited as
t hei r caus es ?  To ans wer t hi s  probl em , I p rovi de a hel pful  anal o g y from  a n on - Engl i s h -
s peaki ng forei gn s t udent  who want s  t o go t o t he U .S . t o obt ai n a col l ege de gr ee. Im a gi ne
m ont hs  or even yea rs  bef ore t he s t udent  l eav es , s / he woul d l i kel y col l ect  as  m uch
i nform at i on as  pos s i bl e a bout  t he hos t  count r y and  her des t i nat i on s chool , p erhaps  b y
brows i ng t he i nt e rnet  or vi s i t i ng t he ed ucat i onal  s ect i on of t he ne arb y U.S .  em bas s y.
Bas ed on t hi s  i nform at i o n, s he woul d form  ex pect at i ons  on what  s he m i ght  encount er i n
t he U.S ., i ncl udi ng cul t ur al  di ffer ences  t h at  s he i s  l i kel y t o ex peri enc e i n t he  hos t  count r y.
S he woul d al s o probabl y creat e ex pect at i ons  of va ri ous  rol es  s he has  t o pl a y and rehe ars e
for t he res p ect i ve rol e de fi ni t i ons  (or s cri pt s ). Her pre - dep art ur e En gl i s h t ra i ni ng hel ps
her t rem endous l y i n pr ep ari ng t h es e ex pect ed n ew  rol es  i n t he U.S .
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Nonet hel es s , a ft er s he arr i ves  i n t he U.S ., s he m a y fi nd out  t hat , des pi t e al l  her
prepar at i ons , real i t i es  a re  a l ot  di fferent  t han s h e h as  ex pect ed. Fo r i ns t ance , her En gl i s h
m a y not  be good enou gh t o s ucceed i n a d em andi n g Am e ri can cl as s room  en vi ronm ent .
M ore ex peri enc e - and i nt eract i on - b as ed En gl i s h t r ai ni ng i s  nec es s ar y even aft er s he
arri ves  i n t he U.S ., and t h i s  ki nd of l earni ng n eeds  t i m e, becaus e i t  c annot  be acqui r ed b y
s i m pl y t aki n g m or e form al  cl as s es . P erh aps , bec a us e of t hi s  s he m a y need t o s pend m ore
t han four ye ars  t o gradu a t e f rom  col l e ge, s o t hat  s he coul d ca rr y a l i ght er a cadem i c l oad
i n her fi rs t  fe w s em es t ers  and s pend m ore t i m e ad apt i ng t o t he ne w s oci al  a nd l angu a ge
envi ronm ent . Howev er, e x t ra t i m e for real - wo rl d l earni n g i s  not  fre e and m a y b e cos t l y.
If  s he or h er pa rent s  ca n affo rd t he ex t ra cos t s  as s oci at ed wi t h t hi s  ex t ra l earni ng t i m e,
s he wi l l  s urvi ve and s ucc es s ful l y gr aduat e from  t h e U.S . col l e ge, pe rhaps  i n fi ve or s i x
ye a rs . How eve r, i f t hes e ex t ra cos t s  are not  af ford abl e and he r bud get  has  b een ri gi dl y
fi x ed fo r a 4 - ye ar s t ud y, s he m a y be fo rced t o dro p out  from  col l e ge, m aki ng t he whol e
col l ege pl an col l aps e.
In the context of EMNE’s international acquisitions, I argue that prior to
acquiring a target firm in the host country EMNE’s top executives also form ex pect at i ons
of t he cul t ural  di ff eren ce s  t he y a re l i kel y t o en cou nt er i n t he hos t  count r y a ft er t he
acqui s i t i on t rans act i on i s  com pl et ed. M oreov er, t h e ex pect ed cul t ural  di f fer ences  a re not
m erel y s t at i c ex pect at i on s . The t op ex ecut i ves  al s o form  d yn am i c ex p ect at i ons  bas ed on
t he cul t ural  chan ge t raj e c t or y of t h e hos t  count r y. The form at i on of ex pect a t i on can be
m ade heuri s t i cal l y as  w el l  as  rat i onal l y. In t he l at t e r cas e t h e t op ex ecut i ves  form al l y
cons i der t he hom e - hos t  C D, t he rel at i ve s pe eds  o f cul t ural  c h an ge i n non - val ue el em ent s ,
cul t ural  res our ces , and cu l t ural  i nert i a, of t he EM N E, t he t ar get  fi rm , and t he hos t
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count r y, and f act or t hem  i nt o t hei r ex pect at i on form at i on al ong wi t h ex pect ed rol e
defi ni t i ons  as s oci at ed e ac h s t age o f t he cul t ur al  ch ange t r aj e ct or y. An acqui s i t i on deci s i on
i s  m ade when t he ex t ra t r ans act i on cos t  from  t he e x pect ed cul t ural  di ffer en ces  i s  l es s  t han
t he ex pect ed addi t i onal  benefi t s  from  t he pl ann ed t akeover o f.
W hen t he acqui s i t i on i s  im pl em ent ed, t he act ual  c ul t ural  di ffer enc es  m a y b e m ore
than the expected cultural differences due to EMNE’s top executives’ bounded rationality
(S i m on, 1979) and/ or s el ect i ve per cept i on (D earb orn & S i m on, 1958). F ro m  t he DS C M
vi ews , s uch ex pect at i on - r eal i z at i on gap c re at es  a p os t - acqui s i t i on unc ert ai nt y fo r t he
EM NE and bri n gs  about  an i ncent i ve fo r furt he r c ol l ect i ve l earni n g. How e ver, s uch
col l ect i ve l ea rni ng i s  not  free b ec aus e of t i m e cos t s . If t he addi t i onal  t i m e c os t s  of t he
col l ect i ve l ea rni ng are l e s s  t han t he ex pect ed bene fi t  from  owni ng t he acqui red fi rm , t he
acqui s i t i on i s  l i kel y t o s u rvi ve. Howev er, wh en t he addi t i onal  col l ect i ve l e arni ng cos t s
ex ceed t he ben efi t s  from  owni ng t he acqui red fi rm , t he acqui s i t i on wi l l  l i kely be di v es t ed.
I t hus  propos e
Proposition 5: As an EMNE makes a takeover decision in an international
acquisition in a developed economy, the EMNE’s top executives form
expectations on the future trajectory of the cultural change in the prospective host
country and the associated roles and role definitions along the change trajectory.
The EMNE’s top executives will then factor them into their acquisition plan.
Upon the acquisition is implemented, if the actual experience deviates from the
pre-takeover expectations, the acquisition will still survive if the extra costs of
further social learning in the host country do not exceed the additional benefits;
otherwise, the acquisition will be dissolved.
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CONCLUSION
Nobel laureate Douglass North, the father of institutional economics, once asked, “what
i s i t  about  [ cul t ure]  t hat  gi ve[ s ]  [ i t]  s uch a pervas i ve i nfl uence upon t h e l ong - run
character of economies?” (1991: 111). Indeed, culture is ubiquitous, yet it is so complex
t o ex pl ai n t hat  m os t  econom i s t s  refrai n from  s t ud yi ng i t  s ys t em at i cal l y. In f act , t h e new
i ns t i t ut i onal  econom i cs  deci des  t o focus  ex cl us i vel y on i ns t i t ut i ons , and t reat  cul t ure
merely as an “informal” constraint. This paper explains how emerging multinational
ent erpri s es  ( EM NE) can handl e t he cul t ural  di s t an ce (C D) t he y encount e r i n t hei r
operat i ons  i n devel oped econom i es . It  does  s o b y broadeni n g t he con cept u al i z at i on of
cul t ure t o i ncl ude al l  el e m ent s  of cul t ure be yond m erel y cul t ural  val u es  an d
dem ons t rat i ng t hat  m an a gi n g C D m a y not  be as  i n s urm ount abl e as  oft en s u gges t ed i n
t radi t i ona l  IB l i t erat u re. R at her t han t re at i ng cul t ure as  a s ubs t r at um  of i ns t i t ut i on (e.g.,
P eng, W an g, & J i ang, 20 08), I have d evel oped t h e  DS C M  as  a d yn am i c
conceptualization of culture that better reflects the ever changing environment of today’s
real i t i es  and i t s  i nfl uence  on al l  as pect s  of IB . R el at i ng cul t ur e t o t he s oci al  s ys t em  whe re
i t  res i des , I have al l owed a ri ch i nt ert em por al  and i nt ers pat i al  i nt erpl a y bet w een t he t wo. I
have al s o ex t ended t he t h eoret i cal  s cope of t he DS C M  be yond cul t ur al  val u es  t o i nc l ude
ot her cul t ural  el em ent s  i n t he m odel . Us i ng i ns i ght s  from  dram at ur g y i n t he s ym bol i c
i nt eract i on t heor y, I h ave  furt her en ri ched t h e cha r act eri z at i on of t he col l e ct i ve l earni n g
proces s  am on g i nt er act i n g i ndi vi dual s  as  t he y a re adapt i ng t o chan ges . M or eover, I h ave
di s cus s ed s ever al  t heoret i cal  i m pl i cat i ons  of t he D S C M  and s peci fi cal l y der i ved fi ve
propos i t i ons  rel at ed t o IB  res ea rch on t he eff ect  of C D on t he perform ance o f em er gi n g
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multinationals’ international acquisitions in developed economies, for i l l us t rat i ve
purpos es . Las t  but  not  l eas t , t he new t heor et i cal  p ers pect i ve o f cul t ure I pr es ent  i n t hi s
paper has  s i gni fi c ant  pra ct i cal  and r es ea rch i m pl i cat i ons  for IB  and bus i ne s s  i n gene ral , as
out l i ned bel ow.
Practical implications
The DS C M  s ugges t s i n c ons i deri ng opt i ons  for en t eri ng a for ei gn m arket , m ana gers  m us t
focus  on cul t ural  com pl e m ent ari t y rat her t h an cul t ural  di s t ance. W hi l e C D vi ews  cul t ural
differences as “threats,” cultural complementarity sees cultural differences as
“opportunities” (St ahl  & Tung, 2015). For i ns t an c e, when an Indones i an M NE i s  ent eri n g
t he U.S . m arket , es t abl i s hi ng i t s  own s al es  s ubs i di ar y i n t he U.S . m a y be i n t i m i dat i ng,
gi ven t he hi gh C D bet w e en t he t wo count ri es . Ho wever, i f t h ere are enou gh Indon es i an -
Am eri can di as po ra or In dones i an m ana ge rs  who are gr aduat es  o f U.S . col l eges  i n t he
hi ri ng pool , t he C D c an b e bri dged, and s yn er gi es  bet ween cul t ural  res ou rc es  can be
creat ed. Ove r t i m e t hi s  bri dge can be com e s hort e r,  as  new s ha red cul t ur al  el em ent s  are
creat ed and add ed t o t he cul t ural  res our ces  of t h e Indones i an M NE. Thus , fr om  t he
DS C M  pers pect i ve an C D becom es  l es s  r el evant  for m ana gers , and s houl d  be repl a ced b y
managers’ focus on analyzing cultural complementarity, which is a subjective measure
t hat  l argel y depends on t he cont ex t (s ) of t he i nt er act i on, and t he d ynam i c chara ct eri s t i cs
of t he i nvol ved cul t ures .
In m y vi e w, redu ci ng cul t ure t o a fe w num eri c al  di m ens i ons  of cul t ural  val ues , or
C D bet ween p ai rs  of cou nt ri es  t o a uni que num eri cal  i ndex - t yped m e as ure,  i s  n ot
part i cul arl y us e ful  for pr act i t i oners . Ins t ead, a s ys t em at i c checkl i s t - t ype as s es s m ent  of
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cul t ure or cul t ur al  di ffe re nces  m a y pe rhaps  not  onl y be ri che r, but  al s o m ore  us eful  for
m ana gers , es peci al l y gi v en t he d ynam i c nat ur e of cul t ure. In t hi s  res pe ct , t he cul t ural  due
di l i genc e appro ach oft en ex erci s ed i n pros pect i ve M &As  or ex t ended part n ers hi p
decisions to assess “cultural fit” between two organizations seems more useful for
pract i t i oners  (C a rl et on &  Li neb err y, 2004 ). Of co urs e, t he ch al l en gi ng t as k i s  how t o
gen eral i z e t he s cop e of t h e cul t ural  due di l i genc e a pproach be yo nd com pari ng t wo
organi z at i onal  cul t ures  i n an M &A o r part n ers hi p cont ex t , t o i ncl ude com prehens i ve
cons i derat i ons  of m ul t i pl e cont ex t s  ot her t han M & As , wi t h t he ul t i m at e goa l  of as s es s i ng
pot ent i al  cul t ural  com pl e m ent ari t y b et ween an or gani z at i on and i t s  s urroundi ng s oci al
s ys t em s  (e. g. count ri es / n at i ons , ot her fi rm s , group  of cons um ers ).
The DS C M  al s o j us t i fi es  cros s - cul t ural  m an a gem e nt  t rai ni ng i n t he a cadem i c as
wel l  as  profes s i on al  envi ronm ent s , part i cul arl y t h os e t hat  i nvol ve ex peri en ce - bas ed
act i vi t i es  s uch as  overs ea s  ex change p ro gram s , i nt erns hi p abroa d pro gr am s , i m m ers i on -
bas ed for ei gn l an gua ge c ours es , corpo rat e m an a ge m ent  devel opm ent  pro gr am s  wi t h
gl obal  rot at i onal  as s i gnm e nt s , et c. Unl i ke t radi t i on al  s hort - cours es  i n cul t ural  awar enes s
t hat  pri m ari l y fo cus  on c ul t ural  di ffer ences , t hes e t rai ni ngs  em ph as i z e cul t ural
com pl em ent ari t y and hel p peopl e pra ct i ce and ho ne t hei r s ki l l s  i n t he act ual  cont ex t s  i n
whi ch t he y wi l l  be us i ng t hem  (M ol i ns k y, 2015). In t he FD I cont ex t , peopl e wi t h s uch
t rai ni ng m a y b e abl e t o b ri dge t h e i ni t i al  C D. They al s o hel p t he M NE for m  bet t er
ex pect at i ons  for t he pot e nt i al  cul t ural  di ffer ences  and cul t ural  ch an ge t raj e ct or y.
Ul t i m at el y, t hei r ex peri e n t i al  knowl edge adds  t o e x i st i ng cul t ural  res ou rces  of t he M NE,
whi ch faci l i t at es  a  s m oot her adapt at i on and adj us t m ent .
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Future research
I b el i eve at  t hi s  s t a ge obs es s i on wi t h reduci n g t he com pl ex i t i es  of cul t ure t o a uni que
s i ngl e or s ever al  i ndex ed - n um bers (s ) m e as uri n g c ul t ural  val ues  as  i n t he di m ens i ons
approach i s  d et ri m ent al  t o t he t heoret i cal  d evel op m ent  of cul t ure i n IB . S uch approa ches
m a y h ave be en hel pful  fo r t he oper at i onal i z at i on of cul t ure i n e arl y em pi ri c al  IB r es e arch,
but  i t  di s t ract s  u s  now from  t he pri ori t y ne eded t o devel op a cons i s t ent  t heo ret i cal
fram ewo rk for s ys t em at i cal l y anal yz i n g s uch a ri c h phenom enon as  cul t ur e , i n order t o
produce cons ol i dat ed kn owl edge (J eppers on & S wi dl er, 1994). Em pi ri cal  s t udi es
i nvol vi ng cul t ure i n IB  h ave l ar gel y t ri ed t o es t i m at e t he ex t ent  t o whi ch c ul t ural  val ues
s hape act i ons . W hi l e t her e i s  no doubt  t hat  cul t ure m at t ers , when, how m uc h, how l ong,
and i n what  di rect i on i t  m at t ers  s t i l l  rem ai ns  em pi ri cal l y i ncon cl us i ve.
The DS C M  provi des  a ne w anal yt i cal  f ram ewo rk t hat  wi l l  al l ow ri cher em pi ri cal
anal ys es  of how v ari ous  ki nds  of cul t ural  el em ent s  (i ncl udi ng val u es ) ar e u s ed b y act ors
t o s hape t hei r a ct i ons  i n s oci al l y i nt er act i ve cont ex t s . Echoi ng J eppers on an d S wi dl er
(1994), I am  i n f avor of s peci f yi n g di ffe rent  el em e nt s  of cul t ure, m eas uri n g t hem  di rect l y,
and cons i deri n g an y qu as i - hi erar chi c l i nka ges  t hat  m i ght  be obt ai ned b et we en t hem .
S peci fi cal l y, t here  i s  a ne ed for em pi ri c al  res ear ch t o focus  on how s oci al  ch ange m a y
l ead t o adj us t m ent s i n one or m ore cul t ural  el em e nt s . For ex am pl e, we kno w ver y l i t t l e
about  how chan ges  i n i ns t i t ut i ons  m a y l e ad t o cha nges  i n c ul t ural  val ues . S i m i l arl y,
em pi ri cal  res ear ch i s  al s o  needed t o ex am i ne how chan ges  i n one cul t ural  el em ent  wi t hi n
a s oci al  s ys t em m a y chan ge ot h er cul t ur al  el em ent (s ) i n ot her s oci al  s ys t em s . For
i ns t ance, we are s t i l l  not  cl ear on how a bro adeni n g a cc es s  t o m ana gem ent  knowl edge i n
t he W es t  m a y l ead t o a c hange i n m ana geri al  pr ac t i ces  i n em er gi n g m ark et s .
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M et hodol ogi cal l y, I b el i e ve we ne ed t o pus h be yo nd t he us e of t he t radi t i o nal
ordi nar y l eas t - s qu ares  (O LS ) r e gres s i on m et hod o n cros s - s e ct i onal  dat a for  ex am i ni ng t he
effe ct s  of cul t ure on IB o perat i ons , whe re dep ende nt  and i ndependent  va ri a bl es  are a
priori det erm i ned. Our D S C M  s ugg es t s  cul t ure or C D can al s o be a depend ent  vari abl e.
Accordi n gl y, our em pi ri c al  res e arch s t r at e g y m us t  adj us t  i t s  focus  t oward a m ore
d ynam i c and m ul t i - el em e nt  concept ual i z at i on of c ul t ure. At  t he i ni t i al  s t age , i n t he
abs ence o f ex t ens i ve t i m e - s eri es  d at a bas es  for cul t ural  el em ent s , a qu al i t at i ve approa ch
i nvol vi ng focus  groups  a nd i nt ervi ews , fi el d obs er vat i on and archi v al  s t udi es , can be
l aunched wi t h an ul t i m at e go al  of t ri an gul at i on. T he qual i t at i ve appro ach m a y al s o enri ch
our unders t andi n g of ho w cul t ural  el em ent s  confl at e wi t h ea ch ot her, c reat i ng
di s t i nct i vel y uni qu e cul t u ral  res our ces .
In t he l on g - run a qu ant i t at i ve approach b as ed on fl ex i bl e m ul t i vari at e t echni ques
can be employed on empirical specifications where all of the social system’s cultu ral
el em ent s  ar e t reat ed endo genous l y. For t hi s  m at t er , appl yi n g t i m e - s e ri es  or panel
m ul t i vari at e es t i m at i on t echni ques  m a y hel p c apt ure t he d ynam i cs  of t h e cu l t ural
elements and uncover not only the causation question, but also the “how” and the “how
l on g” questions, bringing in the time dimension of culture that has been often neglected
i n em pi ri cal  res e arch (Ke l l y &M cGr at h, 1988).
Des pi t e t he s ophi s t i cat ed  s t at i s t i cal  t echni ques  ava i l abl e t o us  pres ent l y, I re al i z e
t hat  t i m e - s eri es  or m ul t i - wave l on gi t udi nal  dat a a r e not  as  wi del y avai l abl e as  we woul d
l i ke t hem  t o be. Howeve r , at  t he count r y l evel , s u c h advanc ed t echni ques  ca n readi l y be
appl i ed t o t i m e - s eri es  dat as et s  s uch as  t he W orl d Val ues  S urve y and v ari o us  m ul t i - wave
l ongi t udi nal  dat as et s  wi t h i n s t i t ut i onal  m eas ures  t hat  are avai l abl e f rom  m ul t i l at eral
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agenci es  and non - gove rn m ent al  organi z at i on s ources . At  t he or gani z at i onal  l evel , t he us e
of fi rm - l evel  d at a focus i n g on cul t ur al  el em ent s  s h oul d be reas on abl y feas i b l e.
Addi t i onal l y, a gr eat  nu m ber of l on gi t udi nal  hous ehol d - l evel  dat a from  va ri ous  count ri es
m a y b e avai l abl e. W e ca n al s o i nves t i gat e t h e d yn am i c i nt erpl a ys  am on g c ul t ural
el em ent s  b y t aki ng advan t age of i nt ra - n at i onal  dat a of cul t ural l y di vers e co unt ri es , fi rm s ,
et c., wher e t i m e - s e ri es or  l ongi t udi nal  dat a a re av a i l abl e (e. g., t he U.S . , Eur ope, or fi rm s
i n t hes e re gi ons ). O f cour s e, i n t he l ong - run m ore f orm al  proj ect s  a re ne ces s ar y t o
s ys t em at i c al l y col l ect  an d bui l d a m ul t i - wave l ongi t udi nal  dat ab as e on a gl obal  bas i s  for
vari ous  el e m ent s  of cul t ure and s oci al  s ys t em s .
Limitations
There are s ever al  l i m i t at ions  i n t hi s  s t ud y of whi c h I am  ful l y awa re. Th eor et i cal l y, a ful l
t reat m ent  i n t he m i cros t r uct ure of t he s o ci al  i nt era ct i ons  at  t he d ya di c l evel  i s  neces s ar y.
M odel i ng t he com pl ex i t i es  and i nt ri ca ci es  of s oci al  i nt eract i ons  at  t he d ya di c l evel  woul d
s ubs t ant i al l y enri ch ou r a nal ys i s  and enhanc e t he p redi ct i ve powe r of our m odel .
Anecdotal evidence suggests that an individual’s action can have a profound impact that
l eads  t o s ubs t ant i ve cul t ure chan ge. One coul d onl y cont em pl at e how t he A m eri can
cul t ure woul d have evol v ed i f, for ex am pl e, M art i n Lut he r Ki n g J r. had not  been
as s as s i nat ed. A m or e det ai l ed anal ys i s  of how cul t ural  res our ces  a re fo rm ed  and chan ged
woul d al s o be us eful i n o ur endeavo r for great er p redi ct i ve powe r. Ins i ght s  from
com pl ex i t y t heor y (Ni col i s  & P ri go gi ne, 1989;  W al dorp, 1993) as  w el l  as  s oci al  net work
approach es  (P ach uki  & Brei ger, 2010), s houl d pr ove us eful  i n ex pl ai ni ng t he bot t om - up
em er gent  pro ces s  and co ns i s t ent  wi t h t he bas i c t enet s  of our DS C M .
60
I h ave al s o not  gi ven pol i t i cal  res ourc es  and di s t ri but i on of power i n s oci al
i nt eract i ons  t he t re at m ent  t he y d es erv e. S i m i l arl y, a bet t er unde rs t andi n g on  how s car ce
pri vat el y - owned res our ce s  (i .e., ph ys i cal  c api t al , fi nanci al  c api t al  and hum a n capi t al ) a re
com bi ned wi t h s oci al l y s hared cul t ur al  res our ces  woul d provi de a t rem end ous
enhanc em ent  t o our anal ys i s  of t he eff ect s  of cul t ure or cul t ur al  di ffe renc e s  on IB.  From
a pract i c al  pers p ect i ve, I s t opped s hort of cr eat i ng an eas y - t o - us e an al yt i c al  t ool  t hat
refl e ct s  our new t heo ret i c al  pers pe ct i ve of cul t ur e, whi ch i s  s uffi ci ent l y pra c t i cal  t o hel p
m ana gers  as  t he y m ake d eci s i ons  i nvol vi ng cul t ur al  cons i derat i ons . Gi ven t he s cope and
s pace cons t r ai nt s  of t hi s  p aper, al l  t hes e l i m i t at i ons  need t o be add res s ed i n fut ure s t udi es .
Thi s  paper d ynam i z es  t he conc ept ual i z at i on of cul t ure and ex t ends  t he s co pe of
cros s - cul t ural  anal ys i s  i n IB  be yond cul t ural  val ue s  wi t h a s harp focus  on t h e col l ect i ve
l earni n g proc es s es oc curr i ng am on g i nt er act i n g i ndi vi dual s  wi t hi n groups , organi z at i ons
as  wel l  as  s oci et i es . Th e propos ed new t heo ret i cal  pers pect i ve o f cul t ure ca n s ubs t ant i al l y
i m prove our unders t andi ng of cul t ure and ho w i t  i nfl uences  IB . Th e DS C M  al l ows  t he
ex am i nat i on of t he i nt erpl a y b et ween fi rm s  and t h ei r cul t ural  envi ronm ent s  i n a m uch
m ore re al i s t i c wa y, whi c h ul t i m at el y wi l l  hel p IB pract i t i oners  devi s e m or e  effe ct i ve
corporat e s t rat e gi es  and operat i onal  de ci s i ons .
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III. Essay 2. The Effects of Home Country Economic Characteristics and Target
Industry on Control Mode Choice and Performance: An Acquirer’s Perspective
INTRODUCTION
Decad es  of r api d growt h fuel ed b y e conom i c re for m s  have l ed t o a s ubs t ant i al  i ncreas e i n
net  ex port s  as  wel l  as  i nward FD I i n em e r gi n g ec onom i es . Lon ge r i nt ernat i onal
ex peri ence and hi gh er fo rei gn curr enc y res e rves  generat ed b y t hei r ex port  r evenues  hav e
encoura ged em e r gi n g m ul t i nat i onal  e nt erpri s es  (E M NE) t o i nves t  abroad i n cl udi ng i n
devel oped e conom i es . R am am urt i  (2012) a r gues  t hat  EM NE i nves t  i n deve l oped m arket s
t o obt ai n t echnol ogi es  an d brands  pri m ari l y for ex pl oi t at i on i n t hei r hom e m arket s .
S i m ul t aneous l y, t he y al s o ex pl ore, and l e arn abou t  t he h os t  m arket s  ( Luo & Tun g, 2007;
M adhok & K e yhani , 201 2;  M at hews , 2002). M an y EM NE s t r ans fe r t echno l ogi es  and
brands  from  i ndus t ri es  t h at  have m at ur ed i n hi gh - i ncom e m arket s , but  a re s t i l l  boom i ng i n
t hei r hom e m arket  or ot h er em e r gi ng m arket s . For  m an y EM N E, acqui s i t i on i s  t he
prefe rred choi ce o f ent r y m ode when es t abl i s hi n g t hei r oper at i ons  i n devel oped count ri es
(W i l l i am s on & Zen g, 20 09). M an y of t hes e acqui s i t i ons  i n hi gh - i ncom e m arket s  ar e non -
cont rol l i ng m i nori t y acqu i s i t i ons  i n whi ch t he EMNE acqui r ers  own equ al  or l es s  t han 50
percent of their targets’ equity shares after the transactions, as opposed to controlling
majority acquisitions in which they own more than 50 percent of targets’ equity shares
aft er t he t r ans a ct i ons . Anders on and G at i gnon (19 86) cl as s i f y t hes e t wo ch oi ces  of
cont rol  as  l ow - cont rol  m ode and hi gh - cont rol  m o de, res pe ct i vel y. The cho i ce of equi t y
owners hi p l evel  a ffe ct s not only acquirer’s control of the target, but also acquirer’s
res ourc e com m i t m ent , ri s k, and ret urn s  (C h ari  & C hang, 2009 ). W hi l e a hi gh - cont rol
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m ode m a y b e des i r abl e i n t erm s  of re api ng pot ent i al  econom i c ret ur ns , i t  al s o com e s wi t h
a hi gh er ri s k, be c aus e t h e  acqui re r m us t  as s um e fu l l  res pons i bi l i t y fo r al l  de ci s i on m aki ng
i n i t s  forei gn m a rket  oper at i on (Anders on & G at i non, 1986). Bet w een 1990  and 2016,
EM NE s m ade 28,073 a c qui s i t i on deal s  i n devel oped count ri es 4 , about  19 percent  o f
whi ch wer e l ow - cont rol  m ode acqui s i t i ons . 5
From  a s t r at e gi c m ana ge m ent  res ea rch pe rs pect i v e, t he choi c e of cont rol  m ode
m ade b y EM NE s i n t hei r  acqui s i t i ons  of fi rm s  i n devel oped e conom i es  i s  i nt eres t i ng
becaus e i t  m a y not  be a r andom  deci s i on. Ins t ead, t he choi ce of cont rol  m o de m a y be
strategic in the EMNEs’ at t em pt s  t o creat e s us t ai n abl e com pet i t i ve advant a ge (Ham i l t on
& Ni ck ers on, 2003;  S hav er, 1998) and, s i m i l ar t o ot he r s t rat e gi c d eci s i ons , i t  m a y hav e
perform an ce i m pl i cat i on.  Des pi t e few not abl e ex c ept i ons  (C hari  & C han g, 2007;  Oui m et ,
2013), acqui s i t i ons  cont r ol  m odes  rem ai n l ar gel y unex pl ored i n t he s t rat egy l i t erat u re,
especially in the context of emerging multinationals’ acquisitions in developed
econom i es . Ot her rel at ed  s t udi es  have re cent l y foc us ed on part i al  a cqui s i t i ons , al t hough
not  neces s ari l y on non - c ont rol l i ng m i nori t y a cqui s i t i ons  (e.g., C hari  & C h ang, 2009 ;
C hen & H ennart . 2004;  C ont ract or, Lahi ri , El an go, & Kundu, 2014;  El an go, Lahi ri , &
Kundu, 2013;  Gaffn e y, Kars t , & C l am pi t , 2016; Lahi ri , El an go, & Kundu , 2014;
P i s ci t el l o, R abel l ot t i , & S cal era, 2014;  Y an g, 201 5).
In t hi s  es s a y, I s peci fi cal l y as k t he following research questions: (1) Do EMNE’s
acqui s i t i ons  i n devel oped  econom i es  cr eat e v al ue f or t he EM NE a cqui rers ? (2) W hat
dri ves cert ai n EM NE a cq ui rer s t o choos e l ow – co nt rol  acqui s i t i on over hi gh - cont rol
4 T he se  a r e  c o untr ie s c la s sif ie d  b y U N CT AD  a s d e ve lo p e d  e c o no mie s.
5 D a ta  we r e  r e tr ie ve d  fr o m T ho mso n O ne  d a ta b a se  o n J u ne  1 4 ,  2 01 7 .
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acqui s i t i on when t he y t a ke over t a r get s  i n deve l o ped count ri es ?  (3) Do EM NE acqui re rs
gai n wh en t hei r s el ect i on  of l ow - cont rol  a cqui s i t i on or hi gh - cont rol  acqui s i t i on fi t s  what
has  been pr es cri b ed b y t he ans we r t o t he s econd re s earch qu es t i on?  In t hi s  e s s a y, I
com bi ne s t rat e gi c m an a gem ent  and i nt ernat i onal  b us i nes s  ( IB ) pers p ect i ves  b y
responding to the EMNE acquirer’s control mode choice and EMNE acquirer
perform an ce qu es t i ons  i n a s i ngl e fram e work of a nal ys i s . B y doi ng s o, I ac count  for a
pot ent i al  s el f - s el e ct i on or s t rat e gi c nat ur e of t he co nt rol  m od e choi ce m aki n g, whi ch
woul d t hen hel p m e i n an s weri n g t he t hi rd res ear c h ques t i on on what  woul d happen t o
EM NE acqui r er pe rform ances  had t h e y i nadve rt e nt l y m ade s ubopt i m al  ch oi ce of cont rol
m ode.
To addres s  t hes e t hree re s earch qu es t i ons , I pri m a ri l y dr a w t heor et i cal  i ns i ght s
from  t he d ynam i c s oci o - cul t ural  chan ge m odel  pr opos ed i n m y Es s a y 1 an d enri ch t hem
wi t h paral l el  i deas  f rom  t he or gani z at i onal  l earni n g l i t erat u re, pa rt i cul arl y t he conc ept  of
am bi dex t eri t y, d efi ned as  a d yn am i c c apabi l i t y pos s es s ed b y a fi rm  t o m ana ge
ex pl oi t at i on and ex pl orat i on l earni ng p roc es s es  s i m ul t aneous l y (R ai s ch, Bi rki ns haw,
P robs t , & Tus hm an, 200 9). Ex pl oi t at i on and ex plorat i on ref er t o t he ad apt i ve proces s es
of ex pl oi t i ng ol d cert ai nt i es  and ex pl ori ng ne w pos s i bi l i t i es , r es pect i vel y, bo t h of whi ch
are ne eded b y ever y o r ga ni z at i on t o s urvi ve (M arc h, 1991). I ar gu e t hat  acq ui s i t i ons  of
fi rm s  i n devel oped e cono m i es  provi de EM NE s wi t h a uni que i nt ers pat i al  co nfi gur at i on of
s i m ul t aneous  ex pl orat i on and ex pl oi t at i on, whi ch has  a s t rat e gi c v al ue t hat  m a y l e ad t o
enhanc ed s yn er gi s t i c ben efi t s  and t here fore v al ue creat i on fo r t he EM NE.
M oreover, I ar gu e t hat  ce rt ai n hom e count r y pro fi l e s of t he EM NE acqui re r  i s
l i kel y t o i ncre as e t he l i ke l i hood for t he EM NE t o choos e l ow - cont rol m ode i n i t s
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acqui s i t i ons  of fi rm s  i n hi gh - i ncom e m arket s . I ch aract eri z e em er gi n g econ om i es  i nt o
four t yp es  of i ndus t ri al i z i ng e conom i es  bas ed on t hei r ex port  and l abor m ar ket
chara ct eri s t i cs . I s how t h at  unl i ke m an y ot h er em e rgi n g e conom i es , t he r api d l y g rowi n g
em er gi n g econom i es  ( or “the rapid industrializer”), such as China, has to uniquely face
dual  chal l en ges  from  rel i ance on m anu fact u ri ng - b as ed ex port s  and t he rapi dl y s hri nki n g
l abor forc e , whi ch com es  from a gi n g popul at i on a nd previ ous  di s t ort i onar y popul at i on
pol i c y t hat hav e rapi dl y i ncreas ed re al  wa ges  rel at i ve t o l abor product i vi t y and t hreat en ed
the sustainability of the country’s trade - dri ven e co nom i c gro wt h. Thi s  i n t urn provi des
t he ut m os t  dri ve for EM NE s from  t hes e econom i es  t o enga ge i n ex pl orat i on - dom i nant
acqui s i t i ons  i n advanced econom i es  t o upgrad e t hei r res our ces  and cap abi l i t i es  i n t he
s peedi es t  wa y pos s i bl e. I ar gue t hat  t he l ow - cont ro l  m ode acqui s i t i on i n m an y c as es
m i ght  bet t er a ccom m odat e t hi s  dri ve t han t he hi gh - cont rol  m ode a cqui s i t i on, as  i t
provi des  t he EM NE s wi t h a rel at i vel y f as t er an d m ore eff ect i ve rout e i n t e rm s  of deal
com pl et i on t i m e as  wel l  as  pos t - acqui s i t i on col l ec t i ve l earni n g.
I al s o ar gue t h at  l ow - cont rol  acqui s i t i on i s  as s oci at ed wi t h l earni n g ben efi t s  m os t
rel ev ant  t o t he ex pl orat i on l earni n g proc es s , whi ch  i m pl i es  a gr eat er i n cent i ve for an
EM NE t o choos e l ow - co nt rol  m ode when i t  acqui res  a t ar get  i n one of t he hi gh
t echnol og y i ndus t ri es  i n advanc ed econom i es . W hi l e bot h ex pl oi t ati on and ex pl orat i on
l earni n g occ u r when an E M NE acqui res  a t ar get  i n a devel oped econom y, i n gen eral  t he
ex pl orat i on l earni ng i s  r e l at i vel y m ore dom i nant  t han t he ex pl oi t at i on l earni ng when an
EM NE t akes  ove r a t ar ge t  i n an advanc ed econom y,  be caus e t h e EM NE a c qui res  t he
t arget  pri m ari l y t o ac ces s  i t s  s t rat egi c as s et s  t o bui l d on t he EMNE’s limited firm - s peci fi c
advantages. I further argue that the exploratory nature of EMNE’s learning is even more
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dom i nant  when t he t ar get  i s  i n a hi gh t echnol o g y i ndus t r y wh ere res e arch a nd
devel opm ent  (R & D) i s  fa r m ore i nt ens i ve t han i n non - hi gh t e chnol og y i nd us t r y.
Fi nal l y, I ar gu e t her e i s  a  s el f - s el e ct i on proces s  i n vol ved i n t he cont rol  m ode
choi ce t hat  EM NE ac qui r ers  m ake. Thus , EM N Es choos e cont rol  m o de b y s t rat e gi cal l y
cons i deri n g t hei r fi rm  an d ho m e count r y cha ra ct er i s t i cs  as  t he y at t em pt  t o o pt i m i z e
l earni n g t hat  l eads  t o s us t ai nabl e com pet i t i ve adv a nt ages  and, ul t i m at el y, b et t er pos t -
acqui s i t i on perform an ce. In addi t i on, as s um i ng a p erfe ct l y com pet i t i ve m ar ket  for
corporat e cont r ol , i f an E M NE ac qui re r i nadve rt en t l y m ade a s ub - opt i m al  c ont rol  m ode
choi ce cont r ar y t o wh at our previ ous  t heor et i cal  ar gum ent s  pr es cri be, t h en s uch choi ce
woul d l ead t o s ub - opt i m al  pos t - acqui s i t i on perfor m ance fo r t he EM NE a cq ui rer.
Thi s  es s a y b e gi ns  i n t he nex t  s ect i on b y revi e wi ng ex t ant  l i t erat ure. I t hen pres ent
t heoret i cal  ex pos i t i ons  t o provi de a bas i s  fo r devel opi ng t es t abl e h ypot hes e s . Nex t , I
hi ghl i ght  t he m et hodol ogy em pl o yed i n t he s t ud y i ncl udi ng t he d at a whi ch are us ed t o
t es t  t he form ul at ed h ypot hes es . I s u bs equ ent l y di s cus s  t he em pi ri cal  r es ul t s . In t he fi nal
s ect i on, I s um m ari z e and  ex pl ore t he i m pl i cat i ons  of t he s t ud y for m ana gers  and fut ure
res ea rch.
The s t ud y i n t hi s  es s a y c ont ri but es  t o a gro wi ng s t ream  of r es e arch i n em er gi n g
m ul t i nat i onal ent erpri s es  (EM NE s ), hi ghl i ght i n g t he col l ect i ve l e arni n g be nefi t s  of
control mode choice in EMNE’s acquisitions of firms in developed economies from the
d ynam i c s o ci o - cul t ural  a nd t he or gani z at i onal  l ear ni ng pers p ect i ves . To t he  bes t  of m y
knowl edge, i t  i s  t he fi rs t  em pi ri cal  s t ud y t h at  s i m ul t aneous l y ex am i nes  dri v ers  of
acquirer’s control mode choice and the effect of the choice on acquirer’s performance
whi l e al s o account s  fo r s el f - s el e ct i on/ endogenei t y i n t he choi ce - m aki n g p r oces s . F rom  a
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pract i cal  p ers pe ct i ve, i t  has  t he pot ent i al  of bei n g i ns i ght ful  for ex ecut i ves  of em er gi n g
m arket  fi rm s  as pi ri n g t o vent ure i nt o hi gh - i ncom e  m arket s .
LITERATURE REVIEW
Control mode choice in acquisitions
Ver y f ew s t udi es  have ex am i ned t he det erm i nant s  of l ow - cont ro l  ve rs us  hi gh - cont rol
mode choice in acquisitions. These studies, however, were not conducted in the “South -
North” acquisition context, and they did not empirically examine the performance
i m pl i cat i on of t he chos en  m ode.  Us i ng a s am pl e f rom  cros s - bord er a cqui s i t i ons  m ade b y
U.S . fi rm s  duri ng t he ye a rs  1996 - 2002, C hari  and C hang (2007 ) ex pl ored f act ors  t hat t hat
l ead acqui ri n g fi rm s  t o non - cont rol l i ng m i nori t y a cqui s i t i ons  and found t hat  fi rm s
s t rat e gi cal l y us e non - con t rol l i ng m i nori t y a cqui s i t i ons  t o at t en uat e hi gh co unt r y - ,
i ndus t r y - and fi rm - l ev el  r i s ks  as s oci at ed wi t h cros s - border acqui s i t i ons . Oui m et  (2012)
al s o i nves t i gat ed d et erm i nant s  of m i nori t y i nt er es t  acqui s i t i ons , bas ed on a s am pl e of
dom es t i c acqui s i t i ons  of publ i cl y - l i s t ed U.S . fi rm s  bet ween 1 994 and 2006.  Bas ed on a
corporat e fi nanc e pe rs pe ct i ve, her s t ud y found t ha t  m i nori t y i nt e res t  acqui s i t i ons  have a
gr eat e r l i kel i hood t o be purs ued b y t he a cqui rer i f 1) pres e rvi ng m ana ge ri al  i ncent i ves  i s
cruci al  fo r t he a cqui rer, 2 ) t he t ar get  h as  l i qui d i t y cons t rai nt , 3) t her e i s  unc ert ai nt y
s urroundi ng acq uirer’s valuation of the target, 4) com bi ni ng t he i nt ern al  ca pi t al  m arket s
of t he a cqui r er and t ar get  i s  ex pens i ve, or 5) t ar get  earni n g cons ol i dat i on l o wers
acquirer’s earning s per s hare (EP S ).
O t her rel at ed s t udi es  hav e not  deal t  ex pl i ci t l y wi t h  t he s t rat e gi c choi ce of m i nori t y
acqui s i t i on vers us  m aj ori t y a cqui s i t i on, but  rat her focus ed on t he t r ade - o ff bet ween
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part i al  acqui s i t i on and fu l l  acqui s i t i on . None of t hes e s t udi es , howev er, em pi ri cal l y
i nves t i gat ed t he eff ect  of t he choi ce m ad e on fi rm  perform an ce. C hen and Hennart  (2004 )
devel oped a hos t a ge t heo r y o f j oi nt  vent ures  and e m pi ri cal l y ex pl ai ned wh y J apanes e
m ul t i nat i onal  ent erpri s es  (M NE) opt ed fo r part i al  over ful l  acqui s i t i ons  wi t h a s am p l e
from  J apanes e m anuf act u ri ng a cqui s i t i ons  i n t he Uni t ed S t at es  bet ween 198 1 and 1989.
The y found t he J apanes e acqui re rs  had a great er pr obabi l i t y t o choos e a p art i al
acqui s i t i on of t hei r U.S . t ar g et  when t h e acqui s i t i o n i nvol ved hi gh t rans act i on cos t s  s uch
as  ne got i at i on and cont r a ct i ng cos t s . Us i n g m ul t i pl e t heoret i cal  l ens es , C ha ri  and C han g
(2009) ex am i ned a s am pl e of i nt ernat i onal  acqui s i t i ons  b y U.S . fi rm s  i n t he ye a rs  1996 -
2002 and s howed t he d et erm i nant s  of t he s har e s o ught  i n cros s - bo rder acqu i s i t i ons , whi ch
i ncl ude t he cos t s of l ocal  fi rm  as s et  val uat i on, ch al l enges  from  i nt e gr at i ng s ubs i di ar y
l ocal  m ana ge rs  i n cul t ura l l y di s t ant  hos t  count ri es ,  t he cos t  of s epa rat i n g t he des i red
as s et s  from t he r es t  of t he t ar get  as s et s , and t he r e s ource com m i t m ent  cos t  under
uncert ai nt y.
S everal  r ecent  s t udi es  on t he det erm i nant s  of pa rt i al  vers us  ful l  acqui s i t i ons  have
focus ed on t he eff ect s  of cul t ural , i ns t i t ut i onal  and ot her t yp es  of di s t anc e b et ween t he
acquirer’s nation and the target’s nation. Elango, Lahiri, and Kundu (2013) found
acquirer’s acquisition experience and institutional distance are positively related to the
probabi l i t y of ful l  a cqui s i t i ons  over part i al  acqui s i t i ons  i n cros s - border acqu i s i t i ons  of
hi gh - t e chnol og y t ar get s  i n BR IC  count ri es  b y fi rm s  from  36 count ri es  f rom 2001 t o 2008.
Lahi ri , El an go and Kund u (2014) conduct ed a s i m i l ar em pi ri cal  an al ys i s  ba s ed on t he
i nt ernat i onal  acqui s i t i ons  of Indi an s ervi ce fi rm s  f rom  1998 t o 2008 and s howed t hat  s oft
s ervi ces  and i ns t i t ut i onal  di s t ance bet we en a cqui re r and t ar get  nat i ons  are p os i t i vel y
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rel at ed t o t he prob abi l i t y of ful l  acqui s i t i ons  i f t he acqui re rs  ori gi nat ed i n e m ergi n g
m arket s ;  and ar e ne gat i vel y r el at ed i f t he acqui r er s  ori gi nat ed i n d evel oped  econom i es .
C ont ract or, Lahi ri , El an go, and Kundu (2014) ex panded owne rs h i p choi ces  t o t hree
di fferent  m odes , n am el y ful l , m aj ori t y, and m i nori t y owne rs hi p. Us i ng a s a m pl e from
acqui s i t i ons  of Indi an an d C hi nes e fi rm s  b y acqui rers  f rom  33 nat i ons  bet ween 1998 and
2008, t he y found a gr eat e r probabi l i t y fo r m i nori t y acqui s i t i on o ver ful l  or m aj ori t y
acqui s i t i on i s  pos i t i vel y a s s oci at ed wi t h uncert ai nt y avoi d ance (UA) di s t an ce and
i ndus t r y r el at ednes s , and negat i vel y as s oci at ed wi t h i ns t i t ut i onal  di st ance. Gaffn e y, Ka rs t ,
and Kl am pi t  (2016) com pared i nt ern at i onal  acqui s i t i ons  under t aken b y E M NE s from
BR IC  count ri es  and M N E s from  t he U.K i n t he years  2000 - 2010. Th e y fo und t hat
acquirer’s equity participation has a positive linear relationship with knowledge distance,
and a curvi l i ne ar r el at i ons hi p wi t h econom i c di s t ance. Fu rt herm or e, t hes e r el at i ons hi ps
are s t ron ge r when t h e ac qui rer i s  an EM NE rel at i ve t o when t he a cqui re r i s  a t radi t i onal
M NE.
Yan g (2015) investigated the determinants of acquirer’s equity participation and
t hei r perfo rm an c e i m pl i cat i on . To m eas ure p erfo r m ance, t he s t ud y r el i ed o n t he event
s t ud y m et hodol og y ( Bro wn & W arne r, 1985) t o generat e t he s t ock m ark et  react i on on
acquirers’ stock prices upon acquis i t i on announce m ent s . A cros s - s e ct i onal  ex am i nat i on
was  t hen per form ed t o un cover t he rel at i ons hi p bet ween equ i t y pa rt i ci pat i on and
acquirer’s performance, but without statistically correcting potential endogeneity bias
from acquirers’ self - s el e c t i on proces s  of det e rm i ni ng l ev el s  of equi t y part i ci pat i on i n t he
t arget  owne rs hi p. Bas ed on cros s - bord er a cqui s i t i ons  m ade b y fi rm s  from  ni ne m aj or
em er gi n g econom i es  i n t he ye ars  o f 2000 - 2012, t he s t ud y found i ns t i t ut i onal  di s t ance,
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industry unrelatedness, and acquirer’s board concentration positively influence acquirer’s
l evel  of equi t y part i ci pat i on i n t arget  owners hi p. M oreover, hi gh equi t y pa rt i ci pat i on
el i ci t s  pos i t i ve s t ock m arket  rea ct i on for a cqui rers .
EMNEs’ acquisitions in the developed countries
Us i ng t he event  s t ud y m e t hodol og y, a l ar ge num be r of pri or em pi ri c al  s t udi es  found
EM NE acqui r ers  on av er age enj o y pos i t i ve ret urn s  when t he y en ga ge i n cr os s - border
acqui s i t i ons  (e.g., Bh a gat , M al hot ra, & Zhu, 2011;  Boat en g, Qi an, & Ti anl e , 2008;  Kohl i
& M ann, 2012;  Gubbi , A ul akh, S arkar, & C hi t t oor, 2010;  Ni ng, Kuo, S t ran ge, & W an g,
2014). Addi t i onal  s t udi es  have f urt h er i nves t i gat ed  t he s ources  of v al ue c rea t i on for
EM NE acqui r ers  i n t hei r i nt ernat i onal  acqui s i t i on i n bot h devel oped e cono m i es  as  wel l  as
other emerging markets. Factors known to have effects on EMNE acquirer’s value
creat i on i ncl ude fi rm - l ev el  fact or s such as acquirer’s pre - acqui s i t i on perfo r m ance (W u &
Xie, 2010), acquirer’s size (Aybar & Ficici, 2009; Kohli & Mann, 2012), acquirer’s pre -
acqui s i t i on i nt ernat i onal  ex peri ence ( Del i os  & Be am i s h, 2001;  Thom as , Eden, Hi t t , &
M i l l er, 2007), gov ernm e nt  owne rs hi p i n t he acqui ri ng fi rm  (C hen & Youn g, 2010;  W u &
Xie, 2010), acquirer’s absorptive capacity (Deng, 2010), acquirer’s governance str u ct ure
(Ni ng et  al ., 2014), publ i c or pri vat e t ar get  ( Ful l er , Net t er, & S t egenol l er, 2 002;  A yba r &
Fi ci ci , 2009), i ndus t r y - level factors such as acquirer’s industry (Ayba r & Fi ci ci , 2009),
i ndus t r y r el at ednes s  ( A ybar & Fi c i ci , 2009;  Bha gat  et  al ., 2011), count r y - l evel  fa ct ors
such as host country’s economic and institutional level (Gubbi et al., 2010), geographic
di s t ance ( A yb ar & Fi ci ci , 2009), and cul t ural  di s t a nce (A yb ar & Fi ci ci , 200 9) .
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Des pi t e t hes e pr evi ous  s t udi es , t here i s  vi rt ual l y n o s t ud y t hat  has  fo cus ed on t he
determinants of acquirer’s control mode choice in the “South - North” acquisition context
(i .e., EM NE ’s acquisition in developed economies), or the effect of the chosen control
mode on EMNE acquirer’s post - acqui s i t i on perfor m ance. In t hi s  s t ud y, I s i m ul t aneous l y
examine drivers of EMNE acquirer’s control mode choice and the effect of the chosen
m ode on EM NE acquirer’s post - acqui s i t i on perfor m ance. In t he n ex t  s ect i on, I d evel op
t es t abl e h ypot h es es  bas e d on t heoret i cal  i ns i ght s  f rom  t he d yn am i c s oci o - c ul t ural  m odel
(DS C M ) I d evel oped i n Es s a y 1, com bi ned wi t h com pl em ent ar y i ns i ght s  f rom  t he
organi z at i onal  l earni n g l i t erat ure.
THEORETICAL DEVELOPMENT AND HYPOTHESES
In Es s a y 1 I con cept ual l y i nt roduced t he d ynam i c s oci o - cul t ural  m odel  (DS C M ) wi t h i t s
d ynam i c and m ul t i - el em e nt  feat ures  as  a gen eral i z ed pers pe ct i ve on cul t ura l  chan ge and
creat i on. Th e DS C M  vi e ws  an or gani z at i on as  a f orm  of s oci al  s ys t em  wi t h ot her f orm s
of s oci al  s ys t em s  wi t hi n and out s i de i t . S oci al  s ys t em  i s  defi ned as  a col l ect i on of
i nt eract i n g hum an bei n gs . An EM NE, for ex am pl e, i s  a s oci al  s ys t em  wi t h s everal  s m al l e r
s oci al  s ys t em s  wi t hi n i t  i ncl udi ng di vi s i ons , branc hes , depart m ent s , and/ o r t eam s . An
EM NE i s  al s o a part  of m ul t i pl e l arge r s oci al  s ys t e m s , i ncl udi ng i t s  own hom e count r y
and ot her count ri es  wher e i t  has  operat i ons . Thus ,  t he EM NE cont i nuous l y i nt eract s  wi t h
not  onl y t he ph y s i cal  env i ronm ent , but  al s o ot her s oci al  s ys t em s  of v ari ous  t yp es  o r s i z es
(e. g., ot her fi rm s , s e gm e nt s  of cons um ers , govern m ent s , et c.). In e ach o f t hes e s oci al
s ys t em s  res i d e cul t ural  r e s ources , de fi ned bro adl y as  t o i ncl ude di s t i nct i ve cul t ural
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el em ent s s uch as  knowl e dge, v al ues , norm s , bel i e fs , cus t om , l aw, l an gua ge , art , conc ept s
of good and evi l , t ool s , t echnol ogi es , and art i f act s  (J appers on & S wi dl er, 19 94) .
W hen an EM NE acqui r e s  a t ar get  fi rm  i n a d evel o ped count r y, t he DS C M  vi ews
such a “marriage” bet w e en t wo fi rm s  as  a cul t ural  event , i n whi ch t wo s oci al  s ys t em s ,
each of whi ch bri n gs  i t s  own di s t i nct i ve cul t ural  r es ources , are i nt e ract i n g wi t h each
ot her. From  t he DS C M  pers pect i ve, an y s oci al  s ys t em  m us t  change cont i nu ous l y i n orde r
t o s urvi ve, eve n wi t hout  s t i m ul i  for change from  o ut s i de of t he s oci al  s ys t e m . C ont i nuous
l earni n g i s  part  of t he i n e vi t abl e chan ge i n ever y s oci al  s ys t em , b ecaus e hu m ans  as  an
i nherent  part  of t h e s oci al  s ys t em  m us t  l earn t o l i v e, and hen ce not  l ea rni ng i s  i m pos s i bl e
(H abe rm as , 1979). S peci fi cal l y, i n ci rcum s t anc es  i nvol vi ng uncert ai nt y, s o ci al  s ys t em s
have t o reo r gani z e t hei r r ul es  for deal i n g wi t h unc ert ai nt y t o s urvi v e (Ede r,  1999).
M oreover, s i nc e m os t  s oci al  s ys t em s  i n m odern t i m es  i nherent l y ca rr y unc ert ai nt y i n
t h em , i nt eract i n g i ndi vi dual s  wi t hi n t he s oci al  s ys t em s  m us t  t hen cont i nuous l y and
col l ect i vel y l earn n ew rul es  (B eck, 1992;  S abat i e r & J enki n - S m i t h, 1993).
S ucces s ful  i nt ernat i onal  acqui s i t i ons  requi re t he s o - cal l ed pos t - i nt e gr at i on
“double layer acculturation process” (Berkema, Bell, & Pennings, 1996), as both acquirer
and t ar get  m us t  over com e not  onl y or gani z at i onal - l evel  cul t ural  di ff er ence s , but  al s o
nat i onal  cul t ural  di ffe ren ces . Ac cul t urat i on i s  defi ned as  chan ge i n t wo cul t ures  i nduced
b y di ffus i on of cul t ural  el em ent s  i n bet ween t he t w o i n bot h di rect i ons  (Be rr y,  1980). In
international acquisitions, both the acquirer’s home country and the target’s ho s t  count r y
pos s es s  di s t i nct i ve cul t ural  res ourc es . S i m i l arl y, b ot h t he acqui re r and t he t ar get  as
s eparat e s oci al  s ys t em s  a l s o pos s es s  t hei r uni que f i rm - s peci fi c cul t ural  res o urces . W hen
an EM NE t akes  ov er a t a rget  i n a devel op ed count r y, t he cont act s  b et w een EM NE and
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t he hos t  s oci et y, and bet ween t he EM N E and a cq ui red t ar get  or gani z at i on, chan ge t he
s oci al  i nt eract i ons  i n ea c h of t hes e cont a ct s  and br i ng about  unc ert ai nt i es  t o  t hem . Thes e
uncert ai nt i es  yi el d not  on l y ri s ks , but  al s o opport u ni t i es  for cre at i ng n ew s h ared cul t ur es
bet ween t he EM NE and t he hos t  count r y, and bet ween t he EM N E and i t s  acqui red t a r get ,
s i nce t hes e ri s ks  i ncent i v i z e t he i nt eract i ng s o ci al  s ys t em s  for furt her col l ec t i ve l earni n g.
Thus , t he i nt ernat i onal  ac qui s i t i ons  t ri gge r col l ect i ve l earni n g pro ces s es  t ha t  gen erat e
new s har ed cul t ure and m odi f y cul t ur al  res our ces  at  organi z at i onal  and co unt r y l ev el s .
From  a s oci et al - l evel  l e ar ni ng pers p ect i ve, t he col l ect i ve l ea rni ng p roces s es
m odi f y ex i s t i ng s har ed k nowl edge of t he i nt e ract i ng s oc i t i es , produ ci ng no vel  knowl ed ge
i n t he s oci et i es . Eder (19 99) ar gued t h at  t here are t wo t ypes  of col l ect i ve l e arni ng p roc es s
t hat  yi el d t wo di ff erent  t ypes  of s har ed knowl ed ge,  nam el y, substantive learning and
social rule learning . S ubs t ant i ve l earni n g l e ads  t o t he accum ul at i on of di f fe rent  t yp es  of
s ubs t ant i ve knowl edge, r angi n g f rom  s i m pl e pract i cal  knowl ed ge t o adv anc ed s ci ent i fi c
knowl edge. On t he ot he r hand, s oci al  rul e l e arni n g i s  about  col l ect i vel y l ear ni ng t o cr eat e
s i t uat i ons  i n whi ch ex peri ence c an be pr es erv ed a nd pas s ed over t o fut u re m em bers  of t he
s oci et y, whi ch i s  cl ea rl y t aci t  knowl ed ge. It  i s  abo ut  col l ect i vel y l e arni n g h ow t o l earn,
t hrough whi ch i nt era ct i ng i ndi vi dual s  col l ect i vel y l earn wa ys  and pro cedur es  for
gen erat i n g ne w knowl ed ge an d integrating this new knowledge into the society’s existing
knowl edge res ou rc e (Ede r, 1999).
From  an or gani z at i onal - l evel  l earni n g p ers pe ct i ve , t he concept s  of s ubs t ant i ve
l earni n g and s oci al  rul e l earni n g i n s oci et al - l evel  l earni n g a re pa ral l el  t o t he  co ncept s  of
ex pl oi t at i on and ex pl orat i on (M arch, 1991). As  t he evol ut i onar y vi ews  of o rgani z at i onal
form s  and t echnol o gi es  s ugges t , ex pl oi t at i on i s  es s ent i al l y t he pro ces s  of selection am on g
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ex i s t i ng form s , rout i nes , or pract i c es , whi l e ex pl orat i on i s  t he pr oces s  of ge nerat i n g new
variations of alternative practices, both of which are necessary for the organization’s
s urvi val  (As hb y, 1960;  H annan & F reem an, 1987 ) . Thus , al l  organi z at i onal  act i vi t i es
i nvol ve s om e l earni n g. E ven i n m erel y r epl i cat i ng pas t  act i o ns , ex peri ence i s
accum ul at ed and i t  gener at es  an i ncr em ent al  am ou nt  of l earni n g, as  dem ons t rat ed b y t he
idea behind the “learning curve” (Yelle, 1979). Moreover, learning always involves the
t wi n proces s es  of ex pl orat i on and ex pl oi t at i on. Expl oi t at i on i s fundam ent al l y a l e arni n g
process that refines and extends organization’s existing competencies, technologies and
wa ys  of t hi nki ng wi t h r el at i vel y prox i m at e, predi c t abl e and pos i t i ve econo m i c ret urns
(e. g., re fi nem ent , s el e ct i on, and/ or i m pl em ent at i on of ex i s t i ng t echni ques , c hoi ce,
product i on m et hods , effi ci enc y, et c.). Ex pl orat i on, on t he ot her hand, i s  a l earni n g
proces s  t hat  i nvol ves  ex peri m ent at i on wi t h new al t ernat i ves  ch ara ct eri z ed b y r el at i vel y
uncert ai n, di s t ant  and (o f t en) ne gat i ve econom i c r et urns (e. g., s e arc hi ng for  novel  i deas ,
m arket s , rel at i ons , et c.) ( M arch, 1991). To s u rvi ve and s ucc eed o r gani z at i ons  rel y on
organi z at i onal  am bi dex t eri t y, whi ch i s  a d yn am i c capabi l i t y t o s i m ul t aneou s l y and
s ynch ronous l y pu rs ue bo t h ex pl oi t at i on and ex pl orat i o n, wi t h t he act ual  co m pos i t i on
bet ween t he t wo pos s i bl y di fferent  acros s  cas es  an d over t i m e (B enne r & T us hm an,
2003).
Unl i ke t radi t i onal  m ul t i nat i onal  ent erpri s es  (M NE s ) from  devel op ed count r i es  t hat
vent ure t o em e r gi ng m ar ket s  t o ex pl oi t  t hei r di s t i nct i v e com pet i t i ve advant ages  i n
t echnol ogi es , brands  and m ana geri al  know - how ( H ym e r, 1960), m os t  EM NE s ent er hi gh -
i ncom e m arket s  wi t hout  uni que i ni t i al  res ources  t hat  can be i m m edi at el y e x pl oit ed
(M at t hews , 2006) t o offs et  t hei r l i abi l i t i es  of forei gnnes s  op er at i n g i n cul t u ral l y di s t ant
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countries (Zaheer, 1995). While MNE’s direct investment in emerging markets are
t ypi cal l y m ot i vat ed b y t h ei r dri ve fo r m arket  ex pans i on, nat ural  res our ce o ut s ourci ng,
and/or cheaper production costs, EMNE’s acquisitions of firms i n advanced  econom i es
are pri m a ri l y d ri ven b y t hei r s ear ch for s t r at e gi c a s s et s  t hat  woul d gi ve t he m  new
com pet i t i ve advant a ges  ( Gui l l en & Ga rci a - C anal , 2009) t o com pl em ent  t he i r ex i s t i ng
res ourc es  and c apabi l i t i e s  (Dunni ng, 1991 ). Thos e acqui s i t i ons  enab l e EM NE t o
i m m edi at el y s t ren gt hen t hei r com pet i t i ve pos i t i on i n t hei r ex i s t i ng hom e m arket s  a gai ns t
t hei r l ocal  or fo rei gn com pet i t ors  i n t hos e m arket s  t hrough ex pl oi t at i on of c om pl em ent ar y
and s uperi or t e chnol ogi e s , brands , and m an a geri al  s ki l l s  readi l y a v ai l abl e i n t he acqui red
fi rm s . Thos e acqui s i t i ons  al s o s i m ul t aneous l y pro vi de t he EM NE wi t h t he opt i on t o
explore the target’s high - i ncom e hom e m arket s  b y l evera gi n g t he ex peri enc e of t he
acqui red fi rm s  for ex pl oi t at i on i n t he l ong run a ft e r t he EM NE a cqu i rer gai n s m ore
ex peri ence i n t he hi gh - i n com e m arket s  (M e yer, 2 015).
From  an or gani z at i onal  l earni n g pe rs pect i ve , this “dual path” of concurrently
ent eri n g i nt o a devel op ed  m arket  and ex pandi n g e x i st i ng operat i on s i n t he devel opi ng
m arket s  back hom e and r e gi on al l y ( Gui l l en & G ar ci a - C anal , 2009 ) can b e vi ewed as  t he
EMNE’s s t rat e gi c m an eu ver t o achi ev e or gani z at i onal  am bi dex t eri t y. Thi s  pat h of
ex pans i on faci l i t at es  bot h ex pl oi t at i ve and ex pl orati ve l earni n g pro ces s es  s i m ul t aneous l y
(P uranam  & S ri kant h, 2007 ) and provi des  t he EM NE wi t h uni que d yn am i c  capabi l i t y for
creat i n g and s us t ai ni n g o rgani z at i onal  am bi dex t eri t y (R ai s ch et  al ., 2009). Indeed,
t hrough t hei r acqui s i t i ons  of t ar get s  i n advan ced ec onom i es , t he EM NE s are  abl e t o
s at i s f y bot h t hei r n eed fo r s h ort - t erm  ex pl oi t at i on i n t hei r hom e m arket s  an d t hei r need
for l ong t erm  ex pl orat i on t o enhance t h ei r com pet i t i ve advant a ge i n advanc ed hos t
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m arket s , as EM NE s  gai n m ore oper at i onal  ex peri e nce i n t hem ( Luo 2002;  M e ye r, Es t ri n,
Bhaum i k, & P en g, 2 009;  Teec e, 2014).
Furt herm o re, s i nce al l  or gani z at i onal  act i vi t i es  al wa ys  i nvol ve l earni n g, a nd al l
l earni n g i s  s i m ul t aneous l y com pos ed of c ert ai n a m ount  of ex pl oi t at i on and ex pl orat i on
processes (Gupta, Smith, & Shalley, 2006), EMNE’s “South - North” investment in
ad vanc ed econom i es  i s  m ore l i kel y t o be ex pl orat i on - dominant, while its “South - South”
i nves t m ent  at  hom e or ot her devel opi n g m a rket s  i s  m ore l i kel y t o be ex pl oit at i on -
dominant. Thus, in this dual “South - North” and “South - South” investment context,
choos i ng l ow - cont rol  m ode vers us  hi gh - cont rol  m ode i n i t s  acqui s i t i on of t ar get s  i n
advanc ed econom i es  m a y be a s t rat e gi c deci s i on f or an EM NE as  i t  m a y i n fl uence
EMNE’s balancing of exploitation and exploration learning processes in its whole global
operat i on. Inde ed, t he ch oi ce for l ow - cont rol  vers us  hi gh - cont rol  acqui s i t i on i s  l i kel y t o
affect the EMNE acquirer’s process of creating optimal organizational ambidexterity and
hence i nfl uen ce t he EMNE acquirer’s organizational performance.
Low-control versus high-control acquisitions
For an acqui ri n g EM NE, acqui s i t i on cont rol  m ode i s  as s oci at ed wi t h ce rt ai n  cos t s  and
benefi t s . W hen t he ex pec t ed net  benefi t s  f rom  a hi gh - cont rol  acqui s i t i on ex ceed t he
ex pect ed net  bene fi t s  fro m  a l ow - cont rol  a cqui s i t i on, t he EM NE acqui r er wi l l  choos e a
h i gh - cont rol  acqui s i t i on. C onvers el y, t he EM NE a cqui rer wi l l  choos e a l ow - cont rol
acqui s i t i on when t he ex pect ed net  b enefi t s  of doi n g s o s urp as s  t he ex pect ed  net  benefi t s
from  a hi gh - cont rol  acqu i s i t i on. It  com es  as  no s ur pri s e t hat  a hi gh - cont rol  acqui s i t i on i s
pri m ari l y as s oci at ed wi t h  cont rol  benefi t s . A cont r ol l i ng m aj ori t y i nt er es t  i n an acqui r ed
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t arget  enabl es  t he EM NE t o ful l y i nt e grat e t he t ar get  i n t o the EMNE’s larger parent
organi z at i on (P uranam , S i ngh, & C hauduri , 2009),  al l owi ng t he com bi ni ng of com m on
procedur es , com m on goa l s  and com m on gove rnan ce bet w een t he acqui re r a nd t arget ,
whi ch cre at es  val u e b y generat i n g e ffi ci en c y i n t he overhe ad cos t s  (H apes l agh &
J em i s on, 1991). A ful l y i nt egr at ed s t ruct u re c an al s o provi de a bet t er coordi nat i on
bet we en t he t ar get  and t h e parent  com p an y (K al e & P uranam , 2004 ) and f a ci l i t at e m ore
effe ct i ve t rans f er of t ech nol ogi es  and capabi l i t i es  from  t he acqui r ed t ar get , whi ch are
oft en t aci t  and s oci al l y e m bedded (R anft  & Lord, 2002). C onvers el y, t he l o w - cont rol
acqu i s i t i on t radi t i onal l y has  been as s o ci at ed wi t h s everal  di s adv ant a ges  fo r  t he acqui re r,
whi ch i ncl ude l i m i t ed or no vot i ng powe r and l es s  benefi t  from  gro wt h i n t he acqui r ed
t arget  fi rm .
There are, how eve r, s eve ral  bene fi t s  as s oci at ed wi t h l ow - cont rol  acqu i s i t i ons .
Fi rs t , from  a fi nanci al  t he or y p ers pe ct i ve, t he l ow - cont rol  m ode i s  far l es s  e x pos ed t o
bus i nes s  ri s ks , and when t he t ar get  i s  pri vat e, t he a cqui rer oft en has  t he opt i on t o
purchas e equi t y from  m a j or i nt eres t s  befor e i t  i s  offer ed t o ot her pa rt i e s . S e cond, from  a
real - opt i on t heor y p ers pe ct i ve, a l ow - control acquisition can provide a valuable “stepping
stone” before the EMNE fully engages operationally in the advanced host market,
gen erat i n g a hi gh er r eal  o pt i on val ue. Ent eri n g unf am i l i ar hi gh - i n c om e m ar ket s  wi t h
rel at i vel y m ore s ophi s t i c at ed cus t om ers  pos es  un c ert ai nt i es  for t he EM NE, i n whi ch
havi ng a non - cont rol l i n g m i nori t y i nt e res t  i n t he t a rget  has  l ower  opport uni t y cos t s  t han
havi ng a cont rol l i ng m aj ori t y i nt er es t , becaus e t he  l evel  of equi t y owne rs hi p i n t he t arget
i s  pos i t i vel y r el at ed t o t h e EMNE acquirer’s opportunity costs in terms of foregone real
opt i on val ue. Thus , a m i nori t y i nt er es t  i n t he t ar get  provi des  t he EM NE a cq ui rer wi t h t he
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fut ure ri ght  (but  wi t hout  t he obl i gat i on) t o i nc rea s e  i t s  l evel  of equi t y own er s hi p i n t he
t arget  aft er i t  i s  abl e t o of fs et  i t s  unfam i l i ari t y wi t h  t he t ar get  or gani z at i on the hos t
count r y (Fol t a & M i l l er, 2002).  Furt he rm ore, fro m  a t rans act i on cos t  e con om i cs
pers pect i ve, whi l e a l ow - cont rol  acqui s i t i on m a y i ncur hi gh er gov ernan ce c os t s  due t o
pos t - acqui s i t i on pres erv a t i on of a s t ruct ural l y s epa rat e t ar get  or gani z at i on, t he proces s  o f
deal  com pl et i on i n l ow - c ont rol  acqui s i t i ons  m a y b e rel at i vel y f as t er t han i n hi gh - cont rol
acqui s i t i ons , provi di ng s peed y a c ces s  t o t he target’s technologies, capabilities and home
m arket  (J acobs en & M e yer, 2008;  W i l l i am s on, 1975). M oreove r, from  an i ns t i t ut i onal
t heor y p ers pe ct i ve, havi n g a s epar at e and aut onom ous  s ubs i di ar y ope rat i on m a y gener at e
hi gher l e gi t i m ac y for t he EM N E, as  t he y s t art  ope r at i ng i n dev el oped count r i es  (C r ys t al ,
2003).
In addi t i on t o t he afore m ent i oned advant a ges , t her e are s p eci fi c l earni n g - rel at ed
benefi t s  as s oci at ed wi t h a l ow - cont rol  a cqui s i t i on. A l ow - cont rol  a cqui s i t i on l eads  t o
operat i onal , s t ruct u r al  an d adm i ni s t rat i ve aut onom y of t he t ar get  fi rm . Thus , t he
col l ect i ve l ea rni ng p roce s s  t o achi eve pos t - a cqui s i t i on s yner gi es  i s  now t o be
i m pl em ent ed t hrough p ar t ners hi p - l i ke rel at i ons hi p  (Zh en g, W ei , Zh an g, & Yan g, 2016)
b y al i gni n g s el e ct i ve pot ent i al m aj or are as  rat h er t han al l  as pect s  of bus i n es s es  (C ogm an
& Tan, 2010 ).  F rom  t hi s  s t andpoi nt , t he acqui rer and t he t ar get  are t r eat ed m ore equal l y
i n l ow - cont rol  acqui s i t i ons  t han i n ful l  t akeover c as es  whe re t he a cqui re rs  us ual l y hav e
t he upper hand. Th i s  i n t urn i s  l i kel y t o i nduce m ore coope rat i ve at t i t ude s from  t he t ar get
fi rm s  i n t he pos t - acqui s i t i on col l ect i ve l earni n g pr oces s  (M adhok & K e yha ni , 2012),
eas i ng t h e proc es s  of kno wl edge t rans f er and new s hared knowl ed ge c reat i o n.
Addi t i onal l y, t he t ar g et  fi rm has  m ore i ncent i ve t o cooperat e wi t h t he acqui r er i n l ow -
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cont rol  acqui s i t i ons  beca us e of l ower a gen c y cos t s  (Gros s m an & Hart , 198 6). For
ex am pl e, i n l ow - cont rol  acqui s i t i ons , t he ori gi nal  t arget  s har ehol ders  s t i l l  part i al l y ret ai n
t hei r ri ght s  of t h e target’s future gains, preserving their motivation to cooperate with t he
acqui re r i n t he col l ect i ve l earni n g proc es s  t o m ake t he new rel at i ons hi p a s ucces s  ( Kal e &
P uranam , 2004). M oreov er, t he t op m ana gem ent  t eam  of a t a r get  fi rm  i s  m ore l i kel y t o
s t a y and keep i t s  aut ono m y aft er a l ow - cont rol  a c qui s i t i on, provi di ng t hem  wi t h m ore
incentive to be actively engaged in a collective learning process with the acquirer’s top
management team (Zheng et al., 2016). Similarly, target firms’ employees are likely t o
have hi gher pos t - d eal  m o t i vat i on i n l ow - cont rol  ac qui s i t i ons  t han i n hi gh - cont rol
acqui s i t i ons , s i nce t he y wi l l  have bet t er pos t - a cq ui s i t i on j ob s ecuri t y and s t abi l i t y (Kal e
& P uranam , 2004 ). Fu rt herm ore, a l ow - cont rol  ac qui s i t i on i m pl i es  l es s  di s rupt i on from
the limited and less complex integration, and thus is likely to limit target employees’
di s s at i s fact i on and m ai nt ai n t hei r m ot i vat i on t o enga ge i n a col l e ct i ve l ea rn i ng proc es s  i n
pos t - deal organizational arrangement with the acquirer’s organ i z at i on (Zh e ng et  al .,
2016). Furt he rm ore, fro m  a s oci et al  l earni n g p ers pect i ve, t he aut onom y of t he t ar get  fi rm
provi ded i n l ow - cont rol  a cqui s i t i ons  m a y m i ni m i ze t he ne gat i ve eff ect  of c ul t ural
differences between the acquirer’s home country and the host country (Ve r y,  Lubat ki n,
C al or y, & V ei ga, 1997), whi l e s t i l l  hel p t he acqui rer t o m ax i m iz e l earni ng benefi t s  from
s uch cul t ural  di ff eren ces  t hrough a cc es s  t o a new s ource of v al ue c reat i on ( S t ahl ,
Bj orkm an, & Va ara, 200 4) s uch as t he host country’s novel and dive rs e cul t ural
resources, which can be combined with the acquirer’s resources and capabilities to create
new com pet i t i ve adv ant a ges  (S t ahl  & Voi gt , 2005 ).
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I n t he n ex t s ect i on, us i ng t he DC S M  and organi z at i onal  l earni n g pers p ect i v e, I
ex am i ne t he pos t - acqui s i t i on perform an ce of t h e E M NE acqui re rs . I fu rt her l ook i nt o t he
effe ct  of l ow - cont rol  vers us  hi gh - control acquisitions on the EMNE acquirer’s
perform an ce. I t hen cons i der s eve ral  r el at ed det e r m i nant s  t hat  i nfl uence an  EM NE t o
choos e a l ow - cont r ol  acq ui s i t i on or a hi gh - cont rol  acqui s i t i on. I s pe ci fi c al l y t heori z e on
t he eff ect s of t he acquirer’s country of origin and target industry. Finally, I investigate the
perform an ce i m pl i cat i on for t he EM NE acqui re r w hen i t  does  not  c hoos e t h e opt i m al
cont r ol  m ode , as  pres cri b ed b y t h e h ypot hes i z ed t heori es .
Post-acquisition EMNE acquirer’s performance
In EMNE’s acquisitions of firms in developed economies, t he acquirer’s shareholders are
l i kel y t o enj o y a pos i t i ve ret urn aft er t he acqui s i t i on. From  a D S C M  pers p e ct i ve,
col l ect i ve l ea rni ng b et we en acqui r ers  and t hei r ac qui red t ar get  fi rm s  gener at es  new
s hared cul t ur al  res our ces  and ex pand s t he num ber of repe rt oi res  and rout i ne s  avai l abl e t o
t he acqui re rs . In a cqui s i t i ons  wi t h a hi gh de gree o f  com pl em ent ar i t y bet we e n t he
acquirer’s resources and t he target firm’s resources, the acquirers are expected to
gen erat e s yner gi s t i c ben e fi t s . Val ue cr eat i on i n ac qui s i t i ons  i s  posi t i vel y co rrel at ed wi t h
fut ure s yner gi s t i c ben efi t s  (Ni ng, Kuo, S t r an ge, &  W ang, 2014). Gubbi  et  a l . argu ed t hat ,
regardless of target country destination, EMNE’s international acquisitions are expected
t o gen erat e s yn er gi s t i c be nefi t s  for t he a cqui re rs  be caus e t he y al l ow t hem  t o t rans fer
critical resources and capabilities, overcome “latecomer” disadvantages, internationalize
fas t er, and re com bi ne t he i r di s t i nct i ve l ocal  advant ages  wi t h res our ces  and c apabi l i t i es  of
t he acqui red t ar get s  (201 0).
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In the “South - North” EMNE’s acquisition context, there are additional advantages
t hat  m a y l e ad t o even m o re s yner gi s t i c ben efi t s  an d hence enhanc ed val ue c reat i on for t he
acquirers. From an organizational learning perspective, EMNE’s acquisitions of firms in
devel oped e conom i es  pro vi de t he EM NE wi t h a u ni que organi z at i onal  am bi dex t eri t y t hat
al l ow s t h em  t o concurr en t l y ent er hi gh - i ncom e m a rke t s  and ex pand t hei r op erat i on i n
hom e m arket s  as  w el l  as  ot her em er gi n g m a rket s  ( Gui l l en & Ga rci a - C anal , 2009). Thi s
d ynam i c cap abi l i t y has  a s t rat e gi c val ue, b ecaus e i t  al l ows  t he EM NE t o
cont em poraneous l y m e et  t h ei r need fo r s hort - t erm  ex pl oi t at i on i n t hei r hom e and ot her
em er gi n g m ark et s  and l ong t erm  ex pl orat i on t o enhance t hei r com pet i t i ve a dvant a ge i n
t he advanc ed hos t  m arket  ( Luo 2002;  M e yer, Es t ri n, Bhaum i k, & P en g,  200 9;  Teece,
2014). Bas ed on ot her t h eoret i cal  l ens es , s om e em pi ri cal  s t udi es  have al s o confi rm ed t hat
EM NE enj o y, on ave ra ge , pos i t i ve ret urns  i n t hei r acqui s i t i ons  of fi rm s  i n devel oped
econom i es  (e. g., Bha gat , M al hot ra & Zhu, 2011 G ubbi  et  al ., 2010). I t hus  pos i t
Hypothesis 1: In EMNE’s acquisitions of firms in developed economies, all else
being equal, the mean of post-acquisition EMNE acquirer’s return is positive.
Drivers of control choice in acquisitions
Acquirer’s home country economic characteristics
The EMNE acquirer’s country of origin may affect the EMNE’s choice of control mode
in its acquisition of firms in developed markets. The idea builds on the “country of origin
effect” research that suggests there are profile similarities among multinational fi rm s
from  a part i cul ar count r y t hat  are unequi vo cal  t o t hos e of m ul t i nat i onal  fi rm s  from
another country due to unique home countries’ characteristics, which influence firm - l evel
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deci s i on m aki ng and ul t i m at el y p erform ance ( Lah i ri , El ango, & Kundu, 20 14; P ort er,
1990;  S et hi  & El ango, 20 00). Thi s  es s a y de al s  wi t h acqui re rs  t hat  ori gi nat e from
em er gi n g econom i es . Th e em er gi n g e conom i es  ar e devel opi n g count ri es  c haract eri z ed b y
rel at i vel y rapi d G ros s  Na t i onal  Incom e (GN I) gro wt h, l arge dom es t i c m ark et s , pro -
m arket  dom es t i c re form s , i nt egr at i on wi t h t he gl o bal  econom y t hrou gh r ap i d i ncreas e i n
i nt ernat i onal  t rade and fo rei gn di rect  i nves t m ent , e x pandi ng m i ddl e cl as s es ,  i m proved
l i vi ng s t andards , pol i t i cal  s t abi l i t y, and i ncr eas ed c ooperat i on wi t h m ul t i l at eral
i ns t i t ut i ons  (Kvi nt , 2009; W ri ght , Fi l at ochev, Hos ki s s on, & P eng, 2005 ) . B as ed on t he
W orl d Bank cl as s i fi c at i on, al l  of t he em er gi n g eco nom i es  are pa rt  of t he m i ddl e - i ncom e
group o f count ri es  whos e  per capi t a Gros s  Nat i ona l  Incom e (GN I) i n 2016 was  bet we en
$1,006 and $12,236 (W orl d Bank, 2017 ).
The m i ddl e - i ncom e grou p repres ent s  t he l ar ges t  n um ber and m os t  di vers e group
of count ri es , m os t l y l oc at ed i n As i a and Lat i n Am eri ca. C ount ri es  i n t hi s  gr oup are
ex peri enci ng o r s t ru ggl i ng t o avoi d t he s o - called “midd l e - income growth trap”
(Econom i s t , 2012;  Ti m e, 2013).  It i s  a phenom en on where a m i ddl e - i nco m e count r y i s
cau ght  i n a s i t uat i on char act eri z ed b y a s h arp de ce l erat i on i n growt h and i n t he pace o f
product i vi t y i ncr eas es , h avi ng di f fi cul t y i n m aki n g an addi t i onal  l eap t o be com e hi gh -
i ncom e econom i es . Du ri ng a t ypi c al  i ni t i al  phas e of econom i c dev el opm en t , fi rm s  from
l ow - i ncom e count ri es  us ual l y c an com pet e  i n i nt ernat i onal  m arket s  b y pro duci ng l abo r -
i nt ens i ve, l ow - cos t  produ ct s  us i ng t echnol o gi es  i m port ed fro m  ab road. Thes e fi rm s  can
achi eve l ar ge p roduct i vi t y gai ns  i ni t i al l y t hrou gh a real l oc at i on of l abor fro m  l ow -
product i vi t y a gri cul t ural  s ect ors  t o hi gh - product i v i t y m anufa ct uri n g s ect o rs . Howeve r,
once t he l ow - i ncom e cou nt ri es  rea ch a m i ddl e - i nc om e s t at us , t he pool  of l abor s urpl us  i n
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t he rural  a reas  s h ri nks  an d real  wa ges  be gi n t o ri s e , erodi ng t h e ex port  com pet i t i venes s  of
the countries’ firms. When the trap is in full effect, productivity growth and technology
cat ch - up are ex haus t ed, m aki ng t he econom y s t uck i n t he m i ddl e - i ncom e - and - l ow - gro wt h
s t at us , as  forei gn i nves t or s  l eave and rel oc at e t o ot her devel opi n g count ri es  wi t h l ower
wa ges  (A genor, C anut o, & J el eni c, 2012).
Nevert hel es s , t reat i n g em er gi ng econom i es  as  a ho m ogenous  ent i t y i s  a f al l ac y.
Accor di n gl y, fu rt her di s s ect i on of t he em e r gi n g ec onom i es  i s  neces s ar y t o b et t er
unders t and count r y - l evel  chara ct eri s t i cs  t hat  i nfl ue nce s  t he beh avi or of EM NE s from
each of t h es e count ri es . Fi gu re 5 s hows  t hat  Br az i l , S out h Afri ca, R us s i a and Indon es i a
have ha d l a r ge s ha res  of m et al  and ot her m i ner al  e x port s  i n t hei r t ot al  ex port s , bei ng t he
world’s major producers of mineral and other basic commodities, while China and India
have had r el at i vel y m uch  l ower s har e of m i ner al  e x port s  i n t hei r t ot al  ex port s .
Fi gu re 5 . Mineral export’s share in total export revenue s , 1996 - 2015
Source: constructed by the author with data from World Bank’s World Development Indicators
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B y cont r as t , Fi gure 6 confirms that China and India’s export have been
m anufact uri n g - b as ed, co m pared t o t he ot her em er gi n g e conom i es . In part i c ul ar, about  88
percent  o f C hi nes e ex port s  bet ween 1996 and 201 5 were m anu fa ct uri ng ex port s ,
com pared t o a round 20 p ercent  for R us s i a d uri n g t he s am e pe ri od.
Fi gu re 6 . Manufacturing export’s share in total export revenue s , 1996 - 201 5
Source: constructed by the author with data from World Bank’s World Development Indicators
Fi gu re 7 s u gges t s  t hat  C h i na has  al wa ys  h ad t he hi ghes t  l abo r part i ci pat i on rat e
s i nce 1990, but  t he t rend has  been de cl i ni ng s h arpl y ove r t i m e. B et ween 19 90 and 2016,
t he l abor for ce pa rt i ci pat i on has  s t eadi l y d ecr eas ed  b y m ore t h an 0.4% pe r year,
i ndi cat i ng an a gi n g popul at i on and a l ow bi rt h rat e  i n C hi na. Ind e ed, as  dem ons t rat ed i n
Fi gu re 8 , b et ween 1990 a nd 2016 C hi na had t he l owes t  popul at i on gro wt h a m ong t he
em er gi n g econom i es  wi t h t he ex cept i on of R us s i a whi ch at  s eve ral  poi nt s  duri ng t he
s am e t i m e even s ho w ed a  negat i ve popul at i on gro wt h.
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Fi gu re 7 . La bor fo rce p ar t i ci pat i on rat e , 1990 - 201 6
Source: constructed by the author with data from World Bank’s World Development Indicators
Fi gu re 8 . P opul at i on gro wt h , 1990 - 2016
Source: constructed by the author with data from World Bank’s World Development Indicators
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C l earl y em er gi n g e cono m i es  are het ero gen eous  i n t erm s  of econom i c
chara ct eri s t i cs .  A s um m ar y cha ra ct eri z at i on of t hes e em e r gi ng econom i es  i s  neces s ar y t o
appreci at e t he e ffe ct  of c ount r y of o ri gi n on t he EMNE acquirer’s cho i ce o f cont rol
m ode. In Fi gur e 9 , I cl as s i f y t he em er gi n g e conom i es  i nt o four di ffer ent  t yp es  of
i ndus t ri al i z i ng nat i ons  bas e d on two dimensions, namely the natural resources’ share in
country’s export value and the country’s labor force growth trend.
Fi gu re 9 . T ypol o g y of e m ergi n g econom i es
C el l  C - 1 represents “the half - hearted industrializers”, which are emerging
econom i es  t hat  have hi gh  s hare of n at ural  r es ourc e s  i n t hei r ex port s  (W orl d Trade
Or gani z at i on, 2013) and a s t abl e l abor fo rc e growt h (e. g., Indones i a). As  i n ot her rapi dl y
gro wi ng m i ddl e - i n com e count ri es , t he re al  wa ge s i n t he s e econom i es  a re r a pi dl y ri s i ng
fas t er t han l abo r product i vi t y growt h, as  d ecad es  o f econom i c ex pans i on ar e ex haus t i ng
t he s urpl us  of l abor who have m i grat ed from  t he r ural  a r eas  t o t he urb an ar eas . As  i ncom e
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a nd l i vi ng s t anda rds  ri s e,  product  m arket s  i n t hes e  econom i es  ar e ch ara ct eri z ed b y
gro wi ng d em and not  onl y fo r gene ri c produ ct s , but  al s o m ore s ophi s t i cat e d product s .
R es ource - b as ed ex port s  a l s o provi de heal t h y l evel  of forei gn r es erv es , s om e what
s oft eni ng t he d ri ve for fu rt her dev el opm ent  of t he m anufact uri n g i ndus t ri es ,  es peci al l y
s i nce rapi d e conom i c gro wt h i n res ourc e - poor cou nt ri es  s uch as  C hi na and Indi a h ave
es cal at ed b as i c com m odi t y pri c es  and c reat ed boo m s  i n t he res ource m arke t s . Indones i a,
for ex a m pl e, has  rel i ed o n i t s  ex port s  of coal  and nat ural  gas  m e et i ng s ha r pl y ri s i n g
dem ands  from  ot her ex pandi ng m i ddl e - i ncom e co unt ri es  s uch as  C hi na , an d for s om e
t i m e i t s  m anufact uri ng s e ct or has  i n fa ct  been dow ns i z i ng (Grabows ki , 201 7).
C el l  C - 2 repres ent s “the resource giant.” The countries in this group were actually
am ong t he earl i es t  count r i es  t o i ndus t ri al i z e t hei r econom i es  i n t he earl y 19 80s , pri m ari l y
t hrough m anu fact u ri n g s ubs t i t ut i on, but  over t i m e t he y h ave r el i ed m ore on  nat ural
res ourc e ex port s , as  dem and from  rapi dl y i ndus t ri al i z i ng C hi na dri ve up pr i ces  of bas i c
ener g y and n at ural  r es our ce com m odi t i es , m aki ng oi l  and bas i c m i neral  ex port s  m ore
dom i nant  t han m anufact u ri ng goods  as  a s ourc e of forei gn ex chan ge res e rve s . Braz i l  and
R us s i a are i n t hi s  group. Braz i l  i s  a l ar ge ex port er of i ron, ore an d oi l , whi l e R us s i a
s uppl i es  oi l , m et al  ores , a nd coal  t o t he worl d (W o rl d Trade O r gani z at i on, 2013). Li vi n g
s t andards  (as  m eas ur ed b y pe r capi t a GDP ) i n B ra z i l  and R us s i a were rou ghl y s i m i l ar at
aroun d $11,000 i n 2016, whi ch i s  rel at i vel y m uch hi gher t h an t hos e i n m an y ot her
m i ddl e - i ncom e econom i e s . The di ffer enc e bet we e n count ri es  i n t hi s  group and i n t he
previ ous  group i s  t he for m er ar e fa ci ng s eri ous  pr es s ures  from  d em ographi c chan ges , as
t hei r popu l at i on i s  agi n g and t hei r l abor fo rc e i s  get t i ng s m al l er (W orl d Ba nk, 2017).
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Nex t , cel l  C - 3 represents “the rising industrializer” such as India. Emerging
econom i es  i n t hi s  group have a l ow s h are o f nat ur al  res ourc es  i n t hei r ex port s  and a s t abl e
l abor for c e. The y h ave r e l i ed on m anufact uri n g ex port s  t o grow t h ei r econo m i es  (W orl d
Trade Organization, 2013). In 2016, India’s per capita GDP stood at $1,861 (World
Bank, 2017). W i t h i t s  l arge popul at i on and rel at i v el y n at ural  l i m i t ed res our ce bas e, Indi a
i s  l i k el y t o boos t  i t s  l abor - i nt ens i ve m anufa ct uri n g s ect or t o m ai nt ai n i t s  gro wt h
m om ent um  and rai s e i t s  f ut ure l i vi ng s t anda rds . Fo rt unat el y, Indi a has  a rel a t i vel y s t abl e
l abor forc e, l eavi n g pl ent y of room  for fu rt her gro wt h i n t he m anufact uri n g s ect or whi l e
keepi n g l abor cos t s  i n co nt rol .
Fi nal l y, cel l  C - 4 represents “the rapid industrializer” emerging economies. China
i s  t he onl y em e r gi ng eco nom y t hat  uni quel y bel o ngs  t o t hi s  group.  It  i s  a l ar ge i m port er
of nat ural  r es ourc es  wi t h s hri nki ng l abor forc e . China and India are the world’s two most
popul ous count ri es , but  unl i ke Indi a whi ch has a stable labor force growth, China’s labor
force i s  downs i z i ng. Th e one - chi l d l abor pol i c y t h at  was  i ns t i t ut ed i n t he pas t  s eem s  t o
have had a ne gat i ve l on g - run i m pac t  on the country’s demographic structure, as it is
at t em pt i ng t o m ai nt ai n t he m om ent um  of t he pas t  t wo decad es  of ve r y rapi d  econom i c
growth. China’s foreign reserves stood at more than 17 m ont hs  val ue of i m port s  i n 2016.
It  i s t he hi ghes t  am on g al l  m i ddl e - i nco m e count ri e s  and i t  dem ons t rat es ho w rapi d and
sizable is China’s manufacturing exports to the rest of the world, given the negligible
share of natural resources in their exports. Nonetheless, China’s living standards remain
rel at i vel y l ow at  $6,894 p er capi t a GDP  i n 2016, es peci al l y i f com p ared t o  R us s i a or
ot her m i ddl e - i ncom e cou nt ri es  i n Lat i n Am e ri ca s uch as  B raz i l  or M ex i co (W orl d Bank,
2017).
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The h i s t or y o f nat i ons  s how com parat i ve advant a ges  o f m an y growi n g eco nom i es
evol ve. C ount ri es  ex port di fferent  t ypes  o f goods  a t  di fferent  s t a ges  of dev el opm ent ,
s t art i ng f rom  l ow - i ncom e  count ri es  produci n g a n a rrow r an ge of l abo r - i nt en s i ve and
un s ophi s t i cat ed goods  ( Im bs  & W acz i ar g 2003;  C adot , C arrè re, & S t raus s - Kahn, 2011)
and m ovi ng up t he produ ct  l ad de r t o c api t al - i nt ens i ve and hi ghl y s ophi s t i ca t ed goods  as
t hei r i ncom es  ri s e (S chot t , 2003, 2004). As  econo m i es  grow, re al  wa ges  t ypi cal l y ri s e,
bot h i n abs ol ut e t erm s  and rel at i ve t o re al  cos t s  of capi t al  and l and. As  each  of t he rapi dl y
gro wi ng m i ddl e i ncom e econom i es  i n al l  t he abov e four c el l s  ex peri ences  c hanges  i n i t s
com parat i ve advant a ge, f i rm s  i n C hi na have t he hi ghes t  m ot i vat i on t o upgr ade t hei r
t echnol ogi cal  bas e. The s hri nk i ng C hi nes e l abo r f orce put s  upwa rd pres s u r e on t he
al read y rapi dl y ri s i ng uni t  l abor cos t s , defi ned as  t he rat i o bet we en r eal  wa ges  and l abor
product i vi t y . C hi nes e m a nufact ur ers  ar e l os i ng t h e i r cos t  advant a ge s fas t e r t han fi rm s  i n
m os t  ot her m i ddl e - i ncom e count ri es . B y cont r as t , bei ng a net  ex port er of re s ources  and
faci n g r el at i vel y s t abl e re al  wa ge s , fi r m s  i n Indon e s i a focus on produci n g a nd ex port i ng
res ourc e - r el at ed produ ct s , and has  t he l eas t  m ot i va t i on t o upgrade t h ei r m an ufact uri n g
faci l i t i es  t o l abor - s avi n g t echnol ogi es . S i m i l arl y, t he decl i ni n g l abor fo rce i n Braz i l and
R us s i a put s  pres s ure on t hei r fi rm s  t o s hi ft  up t hei r t echnol o g y bas es , but  n ot  as  m uch as
what  C hi nes e fi rm s  ex peri ence , s i nc e B raz i l i an an d R us s i an ex port s  are rel at i vel y
res ourc e - i nt ens i ve i n t er m s  of val ue.  Fu rt herm or e, whi l e Indi a does  not  s u ffer from  a
dwi ndl i ng l abor fo rce, t h e l i m i t ed nat ural  res our ce s  i n i t s  ex port  s hare m ake Indi a rel y on
m anufact uri n g t r ade, put t i ng pres s u res  on Indi an fi rm s  t o upgr ade t hei r t e ch nol ogi es  and
m anufact uri n g f aci l i t i es , but  gen eral l y not  as  m uc h as  t he C hi nes e fi rm s .
99
C hi na i s  an ex am pl e where uni t  l abor cos t s  ar e ri s i ng f as t  due t o rapi d and
cont i nuous  t rade - dri v en e conom i c growt h i n t he l a s t  t wo decades . Fi gure 10  and Fi gur e
11 s how m anufact u ri ng wa ge i n Braz i l  has  i ncre a s ed cons i dera bl y b et wee n 2002 and
2012. M oreover, com par ed t o m anufact u ri ng wa ges  i n ot her As i an em e r gi ng e conom i es
(i .e., Indi a and t h e P hi l i ppi nes ), C hi nes e m anufa ct uri ng w a ge s  w ere al s o s ubs t ant i al l y
hi gher. Al t hough t he C hi nes e m anuf act uri n g wa ge  was  s t i l l  m uch l ower t ha n t he
Braz i l i an m an ufa ct uri n g wa ge i n 2012, i t  had i ncr eas ed at  a fas t e r rat e, m or e t han
quadrupl ed, fr om  2002 t o 2012.
Fi gu re 10 . Hou rl y m anuf act uri n g com pens at i on c os t s  (i n US $)
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Fi gu re 11 . C han ge i n hourl y m anu fact uri n g com pe ns at i on cos t s  (i n percent )
Ind eed, uni t  l abor cos t  i n t he l abor - i nt ens i ve C hi ne s e m anufa ct uri ng s ect or i s
get t i n g rel at i vel y m or e e x pens i ve com pared t o ot her C hi nes e s e ct ors  as  w el l  as  s i m i l ar
l abor - i nt ens i ve m anuf act uri ng s e ct ors  i n ot her nei ghbori n g count ri es  (D eut s che B ank,
2013). Unl i ke t he ot her e m ergi n g econom i es , C hi na has  t o fa ce dual  chal l e nges  from
l i m i t ed res ource - b as ed e x port s  and t he rapi dl y s hr i nki ng l abor fo rce. Awa r e of t he
pot ent i al  danger of the “middle - income growth trap” to the economy, the Chinese
gove rnm ent  has  a ct i vel y encoura ged t hei r EM NEs  t o upgra de t hei r r es ourc e s  and
capabi l i t i es  (P en g , 2012).  In fact , l ev era gi n g t he u nus ual l y hi gh l evel  of for ei gn r es erv es
t hat  have a ccum ul at ed f r om ye ars  of t r ade s urpl us es  wi t h t he devel oped co unt ri es , t he
Chinese government has been more eager to lend “cheap money” to their EMNEs,
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part i cul arl y t he s t at e - own ed ones , i n t hei r out ward forei gn di re ct  i nves t m ent , i ncl udi ng i n
t he devel oped count ri es  ( R u gm an, 2009).
The chan ges  of com pa rat i ve advant a ges  brou ght  b y r api d econom i c growt h  acros s
t he em er gi n g m ark et s  an d t he det ai l ed cha ra ct eri z at i on of t he econom i es  pr ovi de a
rat i onal e t o i nfer t h at  EM NE from  em e r gi ng econo m i es  s uch as  C hi na are l i kel y t o h av e
t he ut m os t  m ot i vat i on for ex pl orat i on - i nt ens i ve ac qui s i t i ons  i n advanced ec onom i es , i n
whi ch, as  ar gu ed e arl i er, a m i nori t y i nt er es t  acqui s i t i on provi des  a m ore ef f ect i ve cont rol
m ode for t he EM NE acq ui rer rel at i ve t o a m aj ori t y a cqui s i t i on. I t hus  pos i t
Hypothesis 2: An EMNE acquirer from a “rapid industrializer” emerging
economy is more likely to choose a low-control mode than acquirers from other
emerging economies in acquisitions of targets in developed economies.
Target industry
W hen an EM NE ent er s  a  hi gh - i ncom e m arket  and  acqui res  a t ar get  i n a hi gh t ech
i ndus t r y, t he l e arni n g - r el at ed bene fi t s  from  a l ow - cont rol  acqui s i t i on are l i kel y t o be
gr eat e r t han t he cont rol - r el at ed ben efi t s  from  a hi gh - cont rol  acqui s i t i on, ren deri ng a
gr eat e r l i kel i hood fo r t he EM NE acqui r er t o s el e ct  l ow - cont rol  over hi gh - co nt rol  i n t hei r
t arget  owne rs hi p. W hi l e bot h ex pl oi t at i on and ex pl orat i on l earni n g proc es s es  occur when
an EM NE acq ui res  a t a r get  i n advanc ed econom i e s , ex pl orat i on i s  l i kel y t o be rel at i vel y
m ore dom i na nt  t han ex pl oi t at i on com pared t o whe n an EM NE a cqui res  a t a rget  i n t hei r
hom e count ri es or ot he r e m ergi n g m a rket s . In ot he r words , t he EM NE focu s es  m ore on
exploring resources and capabilities of the target’s organization than exploiting those of
t hei r own ( Baum , Li , & Us her, 2000). Thi s  i s  es p eci al l y s o bec aus e EM N E acqui re rs
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have rel at i vel y l i m i t ed fi r m - s peci fi c adv ant a ges  i n res ourc es  and c apabi l i t i e s  com pared t o
t hei r t ar get s  i n t he adv an ced e conom i es  (B aum  et  al ., 2000), and t he y a re p ri m ari l y dri v en
t o ent er t he hi gh - i ncom e m arket s  for a s ea rch of t a ci t  and s oci al l y em bedde d knowl edge
s u ch as  i nnovat i ve t echn ol ogi es , s pe ci al i z ed hum an res our ces , and ot h er p ropri et ar y
know - how (C hen & H en nart , 2004), whi ch canno t  s i m pl y be acqui r ed i n t he open m ark et
(Di eri ckx  & C ool , 1989).
The ex pl orat i on - dominant nature of learning in EMNE’s acquisition s  of fi rm s  i n
devel oped e conom i es  be com es  m ore pe rt i nent  wh en t he t ar get  op erat es  i n one of t he hi gh
t echnol og y i ndus t ri es , d e fi ned as  i ndus t ri es  cha ra c t eri z ed b y a rel at i vel y hi gh percent a ge
of s al es  ex pended on r es e arch and d evel opm ent  (R &D) and a hi gh r at i o of t echni cal
workers  t o t he t ot al  work force (M al e cki , 1985). H i gh t echnol o g y fi rm s  ope rat e i n a
rapi dl y chan gi n g envi ron m ent  and t hus  m us t  adapt  cont i nuous l y and qui ckl y i n or de r t o
s ucceed (M ohrm an & Vo n G l i now, 1990). C l earl y , when t he t ar get  i s  an R &D - i nt ens i ve
organization, EMNE’s explorat i on i s  even m ore i nt ens i ve t han ex pl oi t at i on. Hi gh
t echnol og y i ndus t ri es  (e. g., el ect ri c car, s o ft war e, s em i conduct ors ) hav e s h ort  product
devel opm ent  c ycl es  wi t h t echnol ogi es  becom i n g o bs ol et e ver y r api dl y com par ed t o
t radi t i onal  capi t al - i nt ens i ve m anufa ct uri n g i ndus t ri es  t hat  evol ve m uch s l o wer (Gupt a et
al ., 2006). For hi gh t e ch f i rm s , frequent  and s p eed y ne w t echnol o g y dev el o pm ent  i s
i m perat i ve and i s  an i nt e gr al  part  of s u rvi val  (B ac on, Beckm an, M owe r y, & W i l s on,
1994). Thus, while EMNE’s acquisition of firms in developed economies in general is
ex pl orat i on - dom i nant , i t  i s  m ore s o when i t  i nvol ves  hi gh t e ch t ar get s .
M oreover, t e chnol o g y de vel opm ent  wi t hi n hi gh t e ch t ar get  fi rm s  oft en i nvol ves
pat h dependent  an d com pl ex  proces s  wi t h t aci t  knowl edge not  eas y t o codi f y, whi ch
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suggests the EMNE acquirer must rely more on their targets’ cooperation in the transfer
of knowl ed ge ( Gra ebner,  Ei s enhardt , & R ound y, 2 010). The rel at i vel y hi gh er ex pl orat i on
i nt ens i t y i n EM N E’s acquisitions of high technology firms in developed economies
s ugges t s  t he l ow - cont rol  m ode i s  t he m ore ef fect i v e cont rol  m ode t o purs ue rel at i ve t o t he
hi gh - cont rol  m ode. An e m pi ri cal  work b y P i s ci t el l o and S cal era (2014) de m ons t rat ed t hat
EM NE s  pref er l es s  cont r ol  and ret ai ni n g t he l ocal  part ners hi p wh en t he y ac qui re
European hi gh - t e ch t ar ge t s . I t hus  pos i t
Hypothesis 3: An EMNE acquirer is more likely to choose low-control mode than
high-control mode in acquisitions of targets in developed economies when the
target is in a high-tech industry compared to when the target is in a non-high-tech
industry.
EMNE acquirer’s self-selection and contingency return
W hi l e on avera ge a ce rt ai n cont rol  m ode m a y be t he opt i m al  choi ce i n t e rm s  of econom i c
ret urns  for EM NE acqui r ers , an i ndi vi dual  EM NE  acqui re r m a y hav e i t s  own opt i m al
choi ce of c ont rol  m ode t hat  i s  di fferent  t han t h e a vera ge EM NE, dep endi ng on i t s  fi rm -
l evel  at t ri but es , hom e co unt r y ch ar act eri s t i cs  and ot her unobs erv ed het ero genei t i es .
As s um i ng t he m a rk et  for corporat e cont rol  i n deve l oped econom i es  has  a s uffi ci ent
num ber of t ar get  fi rm s  av ai l abl e for acqui s i t i ons  under l ow - cont rol  and hi gh - cont rol
m odes , an i ndi vi dual  EM NE m a y choos e a cont rol  m ode di s s i m i l ar t o what  i s  s el ect ed b y
m os t  EM NE s . In ot h e r w ords , I ar gu e t hat , gi ven t he com pl et enes s  of t h e m arket  for
corporat e cont rol , an i ndi vi dual  EM NE rec ei ves  a hi gher econom i c ret urn when i t  s el f -
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s el ect s  a cont rol  m ode co ns i s t ent  wi t h what  t he t heor y woul d predi ct  unde r h ypot hes es  2
and 3, wi t h ot her obs erv e d as  wel l  as  unobs erv ed i nfl uent i al  fact ors  b ei n g c ons t ant .
To i l l us t rat e, bas ed on H yp ot hes es  2 and 3, an E M NE acqui re r from  C hi n a t hat
acqui res  a hi gh - t ech t a r get  i n t he Uni t ed S t at es  ha s  a great er prob abi l i t y t o choos e a l ow -
cont rol  m ode over hi g h - c ont rol  m ode, al l  el s e bei n g equ al , and enj o y a bet t e r ret urn t han
had t he y chos en a hi gh - c ont rol  m ode. C onvers el y,  a non - C hi nes e EM NE ac qui rer t hat
acqui res  a non - hi gh - t e ch t arget  i n t he Uni t ed Ki n gdom  i s  m ore l i kel y t o ch oos e a hi gh -
cont rol  m ode over l ow - c ont rol  m ode, al l  el s e bei n g equ al , and enj o y b et t er perform an ce
t han had t he y chos en a l o w - cont rol  m ode. Obvi ou s l y ea ch of t he above i l l u s t rat i ons
as s um es  a com pl et e m a r ket  for corpo rat e cont rol  i n t he hi gh - i ncom e econo m i es , i n whi ch
an y EM NE ac qui rer can freel y choos e from  enou gh num be r of pot ent i al  t a rget s
re gardl es s  of t he cont rol  m ode i t  want s  t o s el ect . Thus , I pos i t
Hypothesis 4a: In EMNE’s acquisitions of targets in developed economies, those
EMNE acquirers who choose the low-control mode do not do so randomly, but by
(strategic) self-selection, based on observed as well as unobserved characteristics
unique to each EMNE.
Hypothesis 4b: In EMNE’s acquisitions of targets in developed economies, those
EMNE acquirers who choose the high-control mode do not do so randomly, but
by (strategic) self-selection, based on observed as well as unobserved
characteristics unique to each EMNE.
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Hypothesis 4c: In EMNE’s acquisitions of targets in developed economies, self-
selecting a low-control mode over a high-control mode, based on observed as
well as unobserved characteristics unique to each EMNE, increases post-
acquisition EMNE acquirer’s return; i.e., an EMNE which acquires a low-control
mode under conditions that are favorable to the purchase of a low-control mode
perform better than if they had acquired a high-control mode.
.
Hypothesis 4d: In EMNE’s acquisitions of targets in developed economies, self-
selecting a high-control mode over a low-control mode, based on observed as
well as unobserved characteristics unique to each EMNE, increases post-
acquisition EMNE acquirer’s return; i.e., an EMNE which acquires a high-
control mode under conditions that are favorable to the purchase of a high-
control mode perform better than if they had acquired a low-control mode.
METHODS AND DATA
Analytical model
I com bi ned t wo m aj or m et hods  t o t es t  t he h ypot he s es  i n t hi s  s t ud y. I s t art ed  wi t h t he
event  s t ud y m et hod (M c W i l l i am s  & S i egel , 1997) t o t es t  H ypot hes i s 1. I t hen perfo rm ed
t he endo gen ous  s wi t chi n g r e gres s i on m et h od t o t e s t  t he rem ai ni ng h ypot h e s es .
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Event study
An event  s t ud y was  c arri ed out  t o m eas ure t he eff ect  of a cqui s i t i on announcem ent s  on t he
s harehol der v al ue of t h e EM NE acqui r ers . The ev ent  s t ud y m et hod as s um e s  t hat  t he s t ock
m arket  i s  effi ci ent  and al l  s t ock pri ces  i ncorpo rat e al l  rel evant  and publ i cl y a vai l abl e
i nform at i on i n an i ns t ant aneous  m anne r ( Brom i l e y,  Gov ekar, & M a rcus , 1 988);  t he
acqui s i t i on announcem en t  i s  an unant i ci pat ed even t ;  and t he acqui s i t i on announcem ent  i s
an i s ol at ed event  wi t h no  ot her event s  wi t h pot ent i al  confoundi n g ef fect s  ( M cW i l l i am s  &
S i egel , 1997).
Endogenous switching regression
From  a s t r at e gi c m ana ge m ent  pers pect i ve, fi rm s  f requent l y m ake s t r at e gi c choi ces  t o
creat e s us t ai nabl e com p e t i t i ve advant a ge and ul t i m at el y gener at e s uperi o r organi z at i onal
perform an ce. Thus , fi rm s m ake deci s i ons  not  rand om l y, but  bas ed on ex pec t at i ons  of
how t hei r choi ces  i nfl u en ce t hei r fut ur e pe rform an ce. In f act , a d eci s i on i s  s t rat e gi c onl y
i f i t  i s  endogenous  t o i t s  ex pect ed perfo rm anc e ou t com e (Ham i l t on & Ni ck ers on, 2003).
S uch endogenei t y m u s t  be ac count ed for i n an y s t at i s t i cal  m et hod us ed t o em pi ri cal l y
examine the performance implication of firms’ strategic choices. If firms self - s el e ct
s t rat e gi es , fai l ur e t o s t at i s t i cal l y co rre ct  for endo ge nei t y m a y yi el d bot h bi as ed and
i neffi ci ent  co eff i ci ent  es t i m at es  (M as t en, 1993), w hi ch ul t i m at el y can l ead t o m odel
m i s s peci fi cat i on and i nco rrect  concl us i on s on t he t heoret i cal  p ropos i t i ons  (S haver, 1998).
In t he cont ex t  of m y s t ud y,  as  an EM NE a cqui res  a t ar get  i n a hi gh - i n com e  m arket , i t
s t rat e gi cal l y choos es  i t s  c ont rol  m ode b y cons i d eri ng i t s  fi rm - l ev el , i ndus t r y - l evel  and/ or
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count r y - l evel  char act eri s t i cs  and t he ef fect  o f t he c hos en cont rol  m ode on t h e firm’s
ex pect ed perfo rm anc e.
A popul ar m et hod t o ac c ount  for endo gen ei t y bi as es  i n a s el f - s el ect i on or s t rat e gi c
phenom enon has  be en t o us e t he Heckm an t wo - s t e p es t i m at i on procedure ( Heckm an,
1979), an appro ach wi d el y us ed i n em pi ri cal  l abor econom i cs  (K enned y, 20 08). It  i s  an
es t i m at i on procedure t h at  com bi nes  t wo m odel s , nam el y t h e s el ect i on m ode l  a nd t he
perform an ce out com e m odel  (S haver, 1998 ). In t he fi rs t  s t ep, a probi t  r e gr es s i on
gen erat es  coe ffi ci ent  es t i m at es  for t he s el ect i on m odel , and i n t he s econd s t ep, an
ordi nar y l eas t - s qu ares  re gr es s i on fact o rs  i n an end ogen ei t y bi as  cont rol  vari abl e ob t ai ned
from  t he fi rs t  s t ep, i n ord er t o produc e unbi as ed c oeffi ci ent  es t i m at es  for t he perfo rm anc e
out com e m odel  (C ert o, B us enbark, W oo, & S em a deni , 2016).
Al t ernat i vel y, t he He ckm an M ax i m um  Li kel i hood  (M L) es t i m at i on proced ure, a
vari at i on of t he t wo - s t e p es t i m at or, ut i l i z es  t he m ax i m um  l i kel i hood m et hod t o
s i m ul t aneous l y es t i m at e t he t wo m odel s  from  t he f i rs t  and s econd s t a ges  o f t he Heckm an
t wo - s t ep es t i m at i on proc edure ( Kenned y, 2008 ). From  an econom et ri c p er s pect i ve, t he
Heckm an M L es t i m at i on procedur e i s  s uperi or t o t he Heckm an t wo - s t ep es t i m at i on
procedur e, be caus e i t  pro vi des  a m ore e ffi ci ent  es t i m at or, es peci al l y wh en t he erro r t er m s
are not  norm al l y di s t ri but ed, s am pl e s i z e i s  s m al l , the m ount  cens ori n g i s  s m al l , t he
correl at i on bet ween t h e e rrors of t he p erfo rm anc e and s el ect i on m odel s  i s  s m al l , and/ or
t he de gre e of col l i nea ri t y bet ween t he ex pl anat or y vari abl es  i n t he pe rform ance out com e
and s el ect i on m odel s  i s  hi gh (H art m an, 1991;  S t ol z enberg & R el l es , 1990;  Zuehl k e &
Zem an, 1991;  Naw at a, 1 993).
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While the use of Heckman’s two - s t ep es t i m at i on procedur e t o cor rect  fo r a
pot ent i al  s el f - s el e ct i on or endogenei t y i n a s t rat e gi c deci s i on has  be com e i n creas i n gl y
com m on i n s t rat egi c m an agem ent  (e. g., Ari kan & C apron, 2010;  C apron & S hen, 2007;
C hen, 2015, M as t en, 199 3;  S haver, 1998), t he pro cedure i t s el f was  i ni t i al l y propos ed t o
handl e s am pl e s el e ct i on bi as  i s s ue (rat he r t han s el f - s el ect i on), i n whi ch a s el ect i on
m echani s m  det erm i nes  w het her or not  an obs ervat i on ent ers  t he s am pl e, cre at i ng bi as  i n
t he es timation results (Wooldridge, 2015). Following Kennedy’s (2008) recommendation
for a m ore approp ri at e es t i m at i on procedure i nvol vi ng c as es  wi t h a s el f - s el ect i on
m echani s m  t hat  pl aces  o bs ervat i on i nt o t wo s ub - s am pl es  t hat  can bot h be o bs erved, I
appl y t he e ndo genous  s w i t chi ng re gres s i on es t i m a t i on procedure i n t hi s  s t ud y. Thi s
estimation procedure is superior to the Heckman’s two - s t ep and He ckm an M L
procedur es , bec aus e i t  i s  bas ed on t he ful l - i nform a t i on m ax im um  l i kel i hood (F IM L)
es t i m at i on t hat  s i m ul t aneous l y fi t  t he s el e ct i on an d perform an ce m odel s  t o gen erat e a
cons i s t ent  es t i m at or wi t h rel at i vel y m ore e ffi ci ent  s t andard er rors  ( Loks hi n & S aj ai a,
2004). In t he cont ex t  of m y s t ud y, t he proc edure feat ur es  t wo re gi m es  of EM NE
acquirer’s performance outcome mo del  and a s el e ct i on m odel  for t he cont r ol  m ode choi ce
m ade b y t he EM NE a cqu i rer. B as ed on M addal a ( 1983), t he s el ect i on m od el  i s  as
fol l ows : = 1 ℎ ℎ + " " + + > 0= 0 ℎ ℎ + " " + + ≤ 0
where = 1 i s  l ow - cont rol  m ode, = 0 i s  hi gh - cont rol  m ode , are pa ram et ers  for
i ndependent  vari abl es , i s  vect or of p aram et ers  for cont rol  vari abl es , and i s  error t e rm
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as s um ed t o be norm al l y di s t ri but ed wi t h m ean z ero. The t wo re gi m es  of p e rform anc e
out com e m odel  are as  fol l ow:
R egi m e 1:
, = ( ) + , = 1
R egi m e 2:
, = ( ) + , = 0
w here and are par a m et e rs  for pe rform an ce pr edi c t ors / cont rol  vari abl es i n r egi m e 1
and re gi m e 2 of t h e per fo rm ance out com e m odel , r es pect i vel y, and , and , are e rror
t erm s  as s um ed t o be nor m al l y di s t ri but ed wi t h m ean z ero (M add al a, 1983 ) .
Rho variables: Correction for endogeneity bias
The rho vari abl es  (i .e., and ) are anci l l ar y p aram e t ers  cre at ed as  p art  of p er form i ng
t he above endo genous  s wi t chi ng r e gres s i on pro c edure. Th e coe ffi ci ent  es t i m at e for
repres ent s  t he cor rel at i on  i n t he error t e rm  bet we e n t he s el ect i on m odel  and  t he re gi m e
1 perform an ce out com e m odel ;  and t he coef fi ci en t  es t i m at e for repres ent s  t he
cor r el at i on i n t he error t e rm  bet ween t he s el ect i on m odel  and t he re gi m e 2 p erform an ce
out com e m odel . Incorpo r at i ng t he rho va ri abl es  i n  t he perform ance out com e m odel s
corre ct s for t he pot ent i al  endogenei t y bi as  from  t h e s el f - s el ect i on proc es s . A s t at i s t i cal l y
s i gni fi cant rho co effi ci en t  s ugges t s  fi rm s  s t rat e gi c al l y choos e t hei r cont rol  m ode bas ed on
t hei r uni que at t ri but es , as  oppos ed t o j us t  rel y on a  random  choi ce, i ndi c at i ng t he
pres enc e of a s el f - s el ect i on bi as  ( Loks hi n & S aj ai a, 2004).
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Sample and data collection
I col l ect ed a s am pl e of 1 314 com pl et ed cros s - bo r der acqui s i t i ons  of pri vat e and publ i c
t arget  fi rm s  from  non - fi n anci al , non - i nfr as t ruct ur e  and non - prope rt y s ect ors  i n 22 OEC D
advanc ed count ri es 6 m ade  b y publ i cl y - l i s t ed EM N E from  BR IC S  econom i e s from
J anuar y 1, 2000 t o De ce m ber 31, 2015. The s am p l e ex cl uded cas es  wh ere t he EM NE
acqui re rs  al re ad y hel d pa rt i al  owners hi ps  i n t he t ar get s . B y EM NE f rom  BR IC S
econom i es , I m e an fi rm s  whos e ul t i m at e parent s  w ere he adqua rt ered i n Br a z i l , R us si a,
Indi a, C hi na (i ncl udi ng Hong Kon g) and S out h Afri ca, al t hough t h e di re ct  acqui ri n g
com pan i es  t hem s el ves  m i ght  be s om e s hel l  com p a ni es  re gi s t ered i n ot he r c ount ri es  or t ax
haven j uri s di ct i ons . The BR IC S  count ri es  we re s e l ect ed be caus e acqui s i t i ons  m ade b y
EM NEs  from  t hes e count ri es  cons t i t ut e t he l ar ges t  s hare of em er gi n g m ark e t  acqui s i t i ons
i n devel oped count ri es . I cons i dered Hon g Kon g a s  part  of C hi na, as  t he Ho ng Kon g
econom y had be en cl os el y i nt e gr at ed wi t h t he C hi nes e econom y even l on g before i t s
handover t o C hi na i n 199 7. I confi ne d m y an al ys i s  t o acqui rers  from  t he fi v e count ri es
becaus e this study focuses on the acquirers’ event - i nduced s t ock m ark et  rea ct i on, and
t herefor e pot ent i al  di ff er ences  i n m ark et  ef fi ci enc y ch ara ct eri s t i cs  a cros s  c ount ri es  m us t
reas onabl y b e cont rol l ed for. Addi n g m ore count ri es  i n t he s am pl e coul d cr eat e an
unne ces s a r y com pl ex i t y, s i nce i n m ul t i - count r y s et t i ngs  event - i ndu ced s t ock  m arket
react i on of acqui ri n g fi r m s  from  di ffer ent  count ri es  m i ght  not  be com pa ra bl e due t o
s i gni fi cant  di f fer ences  i n t he i ns t i t ut i onal  envi ronm ent s  of s t ock ex change s  acros s
6 T he  2 2 O E CD  d e ve lo p e d  e c ono mie s o f N o r th A me r ic a ,  W e ste r n E ur o p e ,  a nd  J a p a n,  a r e  Ca na d a ,  the
U nite d  Sta te s,  Au str ia ,  B e lgi u m,  D e n ma r k,  Fin la nd ,  Fr a nc e ,  G e r ma n y,  G r e e c e ,  I c e la nd ,  I r e la nd ,  I ta l y,
L uxe mb o ur g,  N e t he r la nd s,  N o r wa y,  P o r tu ga l,  Sp a in,  S we d e n,  S witz e r la nd ,  the  U nite d  K in gd o m, J a p a n ,
a nd  A us tr a lia .
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count ri es (P ark, 2004 ). M oreover, 2000 was  s el e ct ed as  t he s t art i n g ye ar o f t he s am pl e
obs ervat i on peri od be cau s e m an y em er gi n g count r i es began t o l i beral i z e an d reform  t hei r
econom i es  duri n g t he e ar l y 1990s  ( Bha gat , et  al ., 2011), whi ch ar gu abl y pr ovi ded t hem
wi t h t he i ncent i ve t o en gage i n out ward FD I a de c ade l at er.
Dat a on i nt ernat i onal  acq ui s i t i on deal s  were obt ai ned from  Thom s on One M &A
dat abas e, whi ch i ncl ude s bas i c i nform at i on on deal , acqui re r and t ar get  fi na nci al  and
i ns t i t ut i onal  charact eri s t i cs . The ev en t study method requires EMNE acquirers’ stock
pri ce dat a around t he acq ui s i t i on announcem ent  dat es . I obt ai ned t he s t ock pri ce dat a
from  Dat as t r eam  dat ab as e t oget her wi t h fi nan ci al  i nform at i on on t he EM N E acqui re rs . I
al s o ut i l i z ed a few addi t i onal  dat abas es  t o col l ect  dat a for count r y - l ev el  co nt rol  vari abl es ,
including World Bank’s World Development Indicators and Hofstede Center’s cultural
di m ens i on i ndi ces .
I ex cl uded from  t he i ni t i al  s am pl e obs ervat i ons  t ha t  cont ai n ed EM NE a cqui rers
wi t h m at eri al  news  r el eas es  (unrel at ed t o t he acqui s i t i on act i vi t y) around t h e
announcement time to better isolate the effect of the acquisition on EMNE acquirers’
stock prices. The announcement date of the deal was used as the event’s cut - off dat e,
whi ch i s  an i m port ant  el e m ent  of an y event  s t ud y. Thi s  dat e i s  t he dat e t hat  a bi d
announcem ent ﬁrst appears in electronic databases. To avoid comparability problem s , I
al s o res t ri ct ed obs e rvat i o ns  wi t h acqui rers  whos e s t ocks  are ex cl us i vel y l i s t ed i n
ex changes  out s i de t hei r h om e count ri es  s uch as  N AS DAQ and/ or NYS E.
Aft er fu rt her dat a cl e ani ng b y droppi n g obs e rvat i o ns  wi t h m i s s i ng or i ncom pl et e
fi nanci al  and s t ock p ri ce dat a, i nac curat e ent ri es , a nd ent r y dupl i cat i ons , t he  fi nal  s am pl e
s i z e i s  1 157 obs ervat i ons . In t hi s  s am pl e, 40.1 pe r cent  (472) acqui re rs  we re  Indi an
112
EM NE s , 33 perc ent  (382 ) wer e C hi nes e EM NE s , 16.5 percent  (191) w ere  S out h Afri can
EM NE s , 5.4 perc ent  (62 were Br az i l i an EM NE s , and 31.8 perc ent  (50) we re R us s i an
EM NE s .  Around 17. 4 pe rcent  (201) o f t he de al s  were l ow - cont rol  a cqui s i t i ons . Twent y -
one t ar get  count ri es  we re  i n t he fi nal  s am pl e, 37.8 percent   (437) of whi ch were i n t he
U.S ., 13.7 percent  (158 ) i n t he U.K., 12.8 per cent  ( 148) i n Aus t ral i a,  8.7 pe rcent  (101) i n
Germ an y, 6.2 p erc ent  (7 2) i n C anada, 3.11 pe rce nt  (36) i n It al y,  3 p er cen t  (35) i n Fr ance,
2.9 percent  (34) i n J apan, and 11.8 perc ent  (136) i n Aus t ri a, B el gi um , Den m ark, Fi nl and,
Gree ce, Ir el and, Lux em b ourg, Net herl ands , Norw a y, P ort u gal , S pai n, S weden and
S wi t z erl and, col l ect i vel y. About 85.5 perc ent  (989 ) of t he t ar get s  wer e pri v at e fi rm s ,
whi l e 14.5 perc ent  (168) were publ i cl y l i s t ed fi rm s . Hi gh - t e ch t ar get s  and non - hi gh - t ech -
t arget s  cons t i t ut ed 37.2 percent  (430) and 62.8 p er cent  (727) of al l  deal s , r e s pect i vel y.
Measures
Dependent variable of the performance outcome model
The EMNE acquirer’s performance is represented by the acquirer’s  abno rm al  ret urns
(AR ) s urroundi n g t he pu bl i c announcem ent  of t h e  acqui s i t i on, whi ch i s  m eas ured b y
ut i l i zi ng t he event  s t ud y m et hodol og y ( Brown & W arner, 1985). Th e even t  s t ud y
as s um es  t hat  t he m arket  i s  effi ci ent  and, on b al anc e, can accu rat el y di s ce rn t he val ue of
t he announced t r ans a ct i on. Thi s  approach h as  em e rged as  a popul ar m et hod  for
m eas uri n g t he ef fe ct s  of vari ous  econom i c al l y r el evant  fa ct ors  on t he m ark et  val uat i on of
corporat i ons  (C av es , 198 9;  Des ai , Krol l , & W ri gh t , 2005;  Lubat ki n & S hri eves , 1986;
W ri ght , Fe rri s , Hi l l er, & Krol l , 1995).
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To cons t ruct  AR  for each  acqui re r, I s pe ci fi cal l y c al cul at ed fo r ea ch acqui ri ng
fi rm j t he abnorm al  r et ur n for vari ous  l en gt hs  of e vent  wi ndow duri n g a fi v e - da y pe ri od
s urroundi ng t h e dat e of t he announc em ent , us i ng t he fol l owi ng m a rket  r et urn m odel
(Bro wn & W arn er, 1985)  form ul a:
, = , − + , ,
wher e , i s  t he abnorm al  r e t urn, , is the acquirer’s daily stock return, , i s  t he
dai l y s t ock m a rket  ret u rn  (for t he m a rket  i n whi ch t he acqui ri n g fi rm  i s  l i s t ed), and and
are m a rket  m odel  par am et ers . A s hort  ev ent  wi nd ow can c apt ure t he s i gni f i cant  eff ect
of an event  m or e ef fe ct i vel y, b ecaus e a l on ge r t he event  wi ndow i m pl i es  a hi gher ri s k for
havi ng confoundi n g ef fe ct s  (M cW i l l i am  & S i egel , 1997). In fa ct , i t  has  bee n
dem o ns t rat ed t hat  t rans m i s s i on of i nform at i on i n the capi t al  m ark et  can b e s o qui ck t hat  a
s t ock pri ce c an ful l y adj u s t  wi t hi n 15 m i nut es  of the rel e as e of fi rm - s peci fi c i nform at i on
(Dann, M a ye rs , & R aab, 1977). The m ark et  ret urn  m odel  param et e rs , and , were
es t i m at ed bas ed on a 200 - da y es t i m at i on wi ndow before t h e announc em ent  dat e, whi ch i s
i n l i ne wi t h what  i s  s ugg es t ed b y M cW i l l i am s  and S i egel (1997 ). Dai l y s t ock m arket
return and acquirer’s return data for estimating market parameters and cal c ul at i ng t he
acquirer’s abnormal returns were all obtained from Datastream database.
For an event  wi ndow wi t h a l en gt h of m ore t han 1  da y, cum ul at i ve abnorm al
ret urns  (C AR ) ne ed t o be  com put ed i n pl ace of t h e  abnorm al  ret urns  (AR ). Dai l y
abnorm al  ret urns  n eed t o be s um m ed up t o m eas ur e t he C AR  of t he acqui re rs  for va ri ous
l engt hs  of event  wi ndow duri ng t he fi ve - da y p eri o d s urroundi ng t h e acqui s i t i on
announcem ent  t o a ccount  for pot ent i al  l eak a ge or s l ow t rans m i s s i on of i nform at i on
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(M cW i l l i am s  & S i egel , 1 997). For ex am pl e, for a 3 - da y ( - 1, +1) ev ent  wi n dow, t he
acquirer’s CAR was calculated by using the following formula:
= ,
In t he re gr es s i on for t he cros s - s e ct i on ex am i nat i on of t he eff ect  of cont rol  m ode
choi ce on pos t - a cqui s i t i on acqui re r ’s performance, I applied a 1 - d a y ( - 1, +1 ) event
wi ndow t o al l ow for pot e nt i al  s l ow t rans m i s s i on or earl y l e aka ge of i nform at i on. S i nce
t hi s  s t ud y focus es  on EM NE acqui r ers  t hat  we re l i s t ed i n t hei r res pe ct i ve h om e m arket
s t ock ex changes , i t  i s  ar guabl y r e as on abl e t o ex pect  a qui ck t rans m i s s i on of i nform at i on
bet ween t he announc em e nt  of t he acqui s i t i on at  t he EM NE head quart e rs  an d t he s t ock
m arket  re act i on (M i t chel l  & Net t e r, 1989). For a r obus t nes s  check, how eve r, I al s o
ex am i ned addi t i onal  res ul t s  under v ari ous  l en gt hs  of event  wi ndow wi t hi n a  fi ve - da y
peri od s urroundi n g t he a cqui s i t i on announcem ent . The us e of a fi ve - d a y pe ri od i s
cons i s t ent  wi t h pract i ces  recom m ended b y ot h er r es ear chers  (e. g., Ful l er, Net t er, and
S t egem ol l er, 2002;  M as u l i s , W ang, and Xi e, 2009 ).
Dependent variable of the control mode selection model
C ont rol  m ode i s  a di chot om ous  vari abl e t hat  t akes  t he val ue of 1 i f an EM NE acqui r er
chos e a l ow - cont rol  m ode (i .e., pos t - a cqui s i t i on owners hi p of equ al  or l es s  t han 50% of
t he t ar get t ot al  s har es ), or  t he val ue of 0 i f t he acqu i ri ng EM NE ch os e a hi gh - cont rol
m ode (i .e., pos t - acqui s i t i on owners hi p of gr eat e r t han 50% of t he t a r get  t ot al  s hares ).
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Information on acquirer’s target equity ownership after the transaction was obtained from
Th om s on One M &A d at abas e.
Tabl e 1 . Va ri abl e de fi ni t i ons  and dat a s our ces
V ar i ab l e Defi n i t i o n S o u r ce
Dep en d en t  var i ab l e s
Acquirer’s c u mu la t i ve a b n orma l
ret u rn  (C AR )
Ac q u i rer ’s c u mu la ti ve d ai ly a b n orma l log ret u rn  over a ( - 1 ,  + 1 ), 3 - d a y
ev en t  wi nd ow, c a lc u lat ed u sin g th e even t  stud y met h od  b a sed on  t h e
ma rk et  retu rn  mod el (B rown  & W e rn er,  1 985 ) wi t h  pa ra met er
est i ma t es ob t ain ed  b a sed on  a n OLS r egr essi on  wi t h a  2 00 - d a y
est i ma ti on wi n d ow.
Th omson  On e,
Da t a st rea m
C on t rol mod e (low versu s h i gh ) An  a c qu isi ti on wa s c la ssi fi ed a s low - c on t rol mod e a cq ui sit i on  wh en  th e
a c qui rer o wn s ≤ 50 %  of t h e t a rget a ft er t h e ac qui sit i on and  wa s
c od ed  a s 1 ;  ot h erwi se 0 .
Th omson  On e
I n d ep en d en t var i ab l es
C ou n t ry of ori gi n - ra p i d
i n d u st ri a li zer
If t h e a c qu irer’s ultimate parent company was headquartered in China
or Hon g Kon g,  i t wa s c od ed 1;  oth erwi se 0 .
Th omson  On e
Hi gh - t ec h n ology i n d u st ry t a rget If t a rget  wa s i n hi gh  t ec hn olog y i n du st ry (based on Thomson Reuters’
3 - di gi t c la ssi fi ca t i on ) ,  i t wa s c od e d  1 ; ot h erwi se 0 .
Th omson  On e
C o n t r o l  var i ab l es
Ac q u i rer ’s prior performance Acquirer’s return on asset at the year prior to the acquisition
a n n ou n c emen t  yea r ( i n  % )
Da t a st rea m
Acquirer’s profitability Acquirer’s n et  p rofi t  ma rgi n  i n t h e y ea r p ri or t o t h e a c q u i si t i on
a n n ou n c emen t  yea r ( i n  % )
Da t a st rea m
Acquirer’s  firm size Ac q u i rer ’s total asset in the year prior to the acquisition announcement
yea r (i n  mi lli on  US$ ) ,  t ra n sformed  t o n a t u ra l loga ri t h ms
Da t a st rea m
Acquirer’s levera ge Avera ge of a cquirer’s net debt- t o - c a p i t a l r a t i o for t h e 3 - yea r p eri od  p ri or
t o t h e a c q u i si t i on  a n n ou n c emen t  yea r i n  %
Da t a st rea m
Acquirer’s state- own ed  st a t u s If a c q u i rer or a c q u i rer u lt i ma t e p a ren t  wa s fu lly or p a rt i a lly own ed  b y
home country’s govern men t ,  i t  wa s c od ed  1 ;  ot h erwi se 0
Th omson  On e
Target’s public status If t a rget  wa s a  p u b li c ly li st ed  c omp a n y ,  i t  wa s c od ed  1 ;  ot h erwi se 0 Th omson  On e
M et h od  of p a ymen t If a n  a c q u i si t i on  wa s a  1 0 0 % - c a sh  t ra n sa c t i on ,   i t  wa s c od ed  1 ;
ot h erwi se 0 .
Th omson  On e
Geogra p h i c d i st a n c e C ou n t ry - level M a h a la n ob i s geogra p h i c d i st a n c e i n d ex,  d eri ved  from
grea t  c i rc le d i st a n c e b et ween  t wo c ou n t ri es a c c ord i n g t o t h e
c oord i n a t es of t h e geogra p h i c  c en t er of t h e c ou n t ri es
B erry ,  Gu i llen  a n d  Zh ou  ( 2 0 1 0 )
In d u st ry rela t ed n ess If target or target ultimate parent’s operated in the same industry as the
acquirer or acquirer ultimate parent (based on Thomson Reuters’ 85
mi d - level i n d u st ry c la ssi fi ca ti on s),  i t wa s c od ed  1;  oth erwi se 0 .
Th omson  On e
C u lt u ra l d i st a n c e C oun t ry - l ev el c u lt u ra l di sta nc e in d ex, d eri ve d  from cu lt u ra l va lu e sc ores
of Hofstede (1980)’s fou r ori gin a l c u lt u ra l d i men si on s an d c omp ut ed
wi t h  th e formu la  in  Kogu t  and  Si n gh  (1 988 )
Th e Hofst ed e C en t re
Ac q u i rer i n d u st ry d u mm i es C a t egori c a l va ri a b les for a c q u i rer i n d u st ri es.  In d u st ry c a t egori es a re
based on Thomson Reuters’ industry group classification
(ma n u fa c t u ri n g,  fi n a n c e,  en ergy & n a t u ra l resou rc es,  servi c e).  B a se
a c q u i rer i n d u st ry: ma n u fa c t u ri n g.
Th omson  On e
Ta rget i n d u st ry d u mmi es C a t egori c a l va ri a b les for t a rget  i n d u st ri es.  In d u st ry c a t egori es a re b a sed
on Thomson Reuters’ industry group classific a t i on  (ma n u fa c t u ri n g,
en ergy & n a t u ra l resou rc es,  servi c e).  B a se t a rget  i n d u st ry:
ma n u fa c t u ri n g.
Th omson  On e
Ta rge t  regi on d u mmi es C a t egori c a l va ri a b les for ea c h  d i fferen t  t a rget  regi on  i n  Nort h  Ameri c a ,
E u rop e,  Asi a  a n d  Au st ra li a . B a se t a r get  regi on : Nort h  Ameri c a
Th omson  On e
Yea r d u mmy If t h e a c q u i si t i on  wa s a n n ou n c ed  i n  2 0 0 8 ,  2 0 0 9 ,  2 0 1 0 ,  2 0 1 1 ,  2 0 1 2 ,
2 0 1 3 , 2 0 1 4 ,  or 2 0 1 5 ,  i t  wa s c od ed  1 ;  ot h erwi se 0 .
Th omson  On e
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Independent variables of the control mode selection model
“Rapid industrializer” acquirer i s  a bi nar y va ri ab l e, whi ch was  coded 1 i f t he EM NE
acquirer’s ul t i m at e par en t  com pan y was  he adquart ered i n C hi na or Hon g K ong.
Information about geographic locations of acquirers’ ultimate parent companies was
avai l abl e i n Thom s on On e M &A d at abas e.
High-technology industry target i s  a bi nar y va ri a bl e, whi ch was  c oded 1 i f  a t ar get
fi rm  was  cl as s i fi ed b y Th om s on One M &A d at aba s e as  oper at i ng i n a hi gh - t echnol og y
i ndus t r y. The Thom s on One hi gh - t echnol o g y i nd us t r y cl as s i fi cat i on i s  bas ed on 3 - di gi t
S IC  codes  for t he hi gh - t e chnol og y i ndus t ri es .
Control variables
Bas e d on ex t ant  l i t erat ure on cros s - bo rder acqui s i t i ons , s everal  cont rol  va ri abl es  wer e
included, since they are likely to have effects on the acquirer’s control mode selection
and/ or t he per form an ce o ut com e m odel . Fi rs t , t her e wer e s i x  fi rm - l evel  con t rol  vari abl es .
Acquirer’s prior performance re fers  t o t he v al ue o f ret urn on as s et s  at  t he year be fore t h e
acqui s i t i on announcem en t  ye ar. Acquirer’s profitability represents acquiring firms’ pre -
acqui s i t i on profi t  m ar gi n at  t he ye ar p ri or t o t he a c qui s i t i on announcem ent  ye a r.
Acquirer’s leverage w as  m eas ured as  t he net  debt  t o equi t y rat i o of acqui ri n g fi rm s  at  t he
ye a r pri or t o t he ye a r t he acqui s i t i on was  announc ed (Yan g, 2015 ) Acquirer’s firm size
refe r s  t o acquirer’s total asset (in milli on U.S . doll ars ) i n t he yea r pri or t o t he acqui s i t i on
announcem ent  ye ar, t r an s form ed t o nat ural  l o ga ri t hm (Ni ng et  al ., 2014). Acquirer’s
state-owned status was  c oded as  1 i f t he a cqui re r was  cl as s i fi ed as  govern m ent  owned or
cont rol l ed i n Thom s on One dat a bas e (Y an g, 2015) . Target’s public status was  coded as  1
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i f t he t ar get  w as  a publ i cl y l i s t ed com pan y p ri or t o t he acqui s i t i on (A ybar &  Fi ci ci ,
2009) .
I al s o i ncl uded a d eal - s pe ci fi c cont rol  va ri abl e, Method of payment, a
di chot om ous  vari abl e, w hi ch was  co de d 1 i f an a c qui s i t i on deal  was  a 100 % - cas h
t rans act i on, and ot he r t yp es  of pa ym ent  w ere code d as  0 (El an go et  al ., 201 3). In addi t i on,
I i ncl ud ed t hre e i ndus t r y - l evel  cont rol  vari a bl es . Industry relatedness was  coded 1, i f t he
acqui re r and t he t a r get  or the target’s ultimate parent company operated in the same
industry. The industry classification is based on Thomson Reuters’ 85 mid - l evel  i ndus t r y
cat e gori es  and was  avai l a bl e i n Thom s on One M & A dat abas e. Acquirer industry
dummies ar e dum m y v ari abl es  t o a ccount for the effect of acquirer’s industries, while
Target industry dummies are dummy variables to capture the effect of target firms’
industries. Thomson Reuters’ industry group classification was used to define whether
fi rm s  operat ed i n m anu fa ct uri ng, fi nanc e, ene r g y a nd nat ural  res ou rces , o r s ervi ce
i ndus t r y.
Fi nal l y, t hr ee m or e cont r ol  vari abl es  we re i ncl ude d. Geographic distance i s  a
cont i nuous  vari abl e, m e a s ured wi t h t he M ahal ano bi s  di s t ance form ul a (193 6). It
repres ent s  t he gre at  ci rcl e di s t ance bet w een t wo c ount ri es  acco rdi ng t o t he coordi nat es  of
geo graphi c cent e rs  of t he  t wo count ri es . The count r y - l evel  s co res  we re obt a i ned f rom
Ber r y et  al . (2010 ). Cultural distance i s  a cont i nuous  vari abl e t hat  r epres ent s  t he count r y -
l evel  cul t ural  di s t ance i n dex . The i ndex  was  deri ved from  t he cul t ur al  val u e s cores  o f
Hofstede’s four original dimensions of culture, namely power distance, un c ert ai nt y
avoi dance, i ndi vi dual i s m , and m as cul i ni t y (1980 ),  and was  com put ed wi t h Kogut  and
Singh’s formula (1988). Year dummy capt ures  t he  effe ct  of t he gl obal  G rea t  R eces s i on
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t hat  s t art ed wi t h t he hous i ng bubbl e burs t  i n t he U ni t ed S t at es  and s ever el y af fe ct ed t he
perform an ce o f fi rm s  i n m os t  part s  of t he worl d. It  was  coded 1 i f t he acqui s i t i on was
announced b et ween 2008  and 2015 (i ncl us i ve), an d was  coded 0 for an y ot her yea r. A
com pl et e des c ri pt i on of a l l  vari abl es  i ncl uded i n t he m odel  i s  provi ded i n Tabl e 1 wi t h
s ources  f rom  whi ch t he d at a for t he v ari abl es  wer e  obt ai ned.
RESULTS AND DISCUSSION
Based on 1157 Chinese and Indian EMNE’s acquisitions of publicly listed firms in 18
OEC D count ri es , I p erfor m ed an event  s t ud y for v ari ous  l en gt hs  of event  w i ndow wi t hi n
t he fi ve - da y p eri od s urro undi ng t he da y acqui s i t i ons  were announced.  Tab l e 2 report s  t he
(cum ul at i ve) av era ge abn orm al  ret urns  (C AAR ) fo r t he t ar get  fi rm s  duri ng t he 1 - da y 2 -
da y, 3 - da y, 4 - d a y and 5 - da y event  wi ndows . For al l  event  wi ndows , t he m ean C AAR
ran ge f rom  0.52 per cent  t o 0.96 percent  and ar e al l  s t at i s t i cal l y s i gni fi c ant  u nder vari ous
param et ri c and non - p ara m et ri c t es t s . The res ul t s  s upport  H ypot h es i s  1 and confi rm  t hat
on average EMNE’s acquisitions of firms in developed economies yie l d p os i t i ve
Tabl e 2 . EM NE a cqui r ers’ CA R around t he a cqui s i t i on announcem ent  da ys
O b se r ve d  c ho ic e ( r e a l situa tio n) Counterfactual choice (“What if” analysis) M e a n d if fe r e nc e
E M NE  acq u i r er s wi t h  o b ser ved  lo w - co n t r o l
cho i ce mo d e wh en  ch o o sin g l ow - co n t r o l
mo d e
E M NE  acq u i r er s wi t h  o b ser ved  lo w - co n t r o l  mo d e
cho i ce h ad t h ey ch o sen  h i gh - co n t ro l  mo d e i n st ead
o f l o w - co n t r o l  mo d e
+0 . 0 3 % - 6 .1 9 % +6 . 23 % * **
E M NE  acq u i r er s wi t h  o b ser ved  hi gh - co n t ro l
cho i ce mo d e wh en  ch o o sin g h igh - co n t r ol
mo d e
E M NE  acq u i r er s wi t h  o b ser ved  hi gh - co n t ro l  mo d e
cho i ce h ad t h ey ch o sen  l o w - con t r o l mo d e i n st ead
o f h i gh - co nt r o l  mo d e
+1 . 2 0 % - 8 . 56 % +9 . 7 6 % ***
No t e:  *** d en o t e s st at i s t i cal  si gn i fi can ce at  1 % l evel .
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(cum ul at i ve ) abno rm al  re t urns  for t he a cqui rers . T he acqui s i t i ons  of t ar get s  i n advanced
econom i es  ar e vi ew ed b y t he m arket  as  a val ue cre at i ng s t rat e g y for t he EM NE acqui r ers .
To t es t  t he rem ai ni n g h ypot hes es , I ran an endo ge nous  s wi t chi ng r e gres s i o n, as
di s cus s ed i n t he m et hod s ect i on. P ai r - wi s e co rrel at i on t es t  was  perfo rm ed o n t he vari abl es
us ed i n t hi s  s t ud y t o d et e ct  t he pres en ce of an y m ul t i col l i neari t y probl em s ,  s i nce hi ghl y
correl at ed i ndepend ent  v ari abl es  c an l ead t o bi as e d or no es t i m at i on res ul t s . Tabl e 3
pres ent s  t he pai r - wi s e co rrel at i on co effi ci ent s  al ong wi t h s um m ar y des cri p t i ve s t at i s t i cs
for eve r y i ncl uded va ri ab l e. Al m os t  al l  of t he corr el at i on coef fi ci ent s  ar e b et ween 0.002
and 0.37, wel l  bel ow t he 0.7 m ax i m um  s t andard t ypi cal l y us ed i n em pi ri cal m ana gem ent
l i t erat ure, s u gges t i n g t her e i s  no m ul t i col l i neari t y probl em  t hat  m a y d et ri m ent al l y aff ect
t he re gr es s i on es t i m at i on res ul t s . V ari an ce i nfl at i o n fact ors  ( V IFs ) we re al s o com put ed,
whi ch gave a m ean v al ue  of 1.48, confi rm i n g t her e i s  no m ul t i col l i neari t y probl em  t hat
m a y d et ri m ent al l y aff ect t he s ubs equent  es t i m at i on procedur e.
Es t i m at i on res ul t s  from  t he endo genous  s wi t chi n g re gres s i on a re provi d ed i n
M odel s  5 - 7 i n Tabl e 4. F or a com pa ri s on purpos e,  I al s o ran t he Heckm an M ax i m um
Li kel i hood (M L) re gr es s i on whos e res ul t s  ar e gi ve n i n M odel s  1 - 4 i n Tabl e 4. R obus t
s t andard er rors  a re gi ven i n t he parent hes es . The u s e of robus t  s t andard erro r (W hi t e,
1980) is in line with consistent with MacKinlay’s suggestion (1997).
Al l  m odel s  i n Tabl e 4 ha ve s i gn i fi c ant  W al d s t at i s t i cs , i ndi cat i ng t hei r ex pl anat or y
s t at i s t i cal  powers  i n ex pl ai ni ng t he v ari at i on i n bot h t he cont rol  m ode choi c e and t he
EMNE acquirers’ post - acquisition performance, as measured by the acquirer’s CAR. In
M odel  5, t he coef fi ci ent  of country of origin – rapid industrializer i s  pos i ti ve and
s i gni fi cant  ( = +0.360, p < 0.01 ), t hus  s upport i ng H ypot hes i s  2. R es ul t s  fro m  Heckm an
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Tabl e 3 . Des cri pt i ve st at i st i cs and corr el at i ons ( N=1157)
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Tabl e 4 . Es t i mates of acquirer’s control mode selection and perfo rm anc e m odel s
Hec k ma n  (M L) E n d ogen ou s Swi t c h i n g R egressi on  (FIM L)
(1 ) (2 ) ( 3 ) (4 ) (5 ) (6 ) (7 )
Selec t i on
E q u a t i on
Performa n c e
E q u a t i on
(Non - c on t rol)
Selec t i on
E q u a t i on
Performa n c e
E q u a t i on
(C on t rol)
Selec t i on
E q u a t i on
Performa n c e
E q u a t i on
(Non - c on t rol)
Performa n c e E q u a t i on
(C on t rol)
Dependent variable Low - c on t rol
M od e
Ac q u i rer ’s
Ab n orma l
Hi gh - c on t rol
M od e
Ac q u i rer ’s
Ab n orma l
Low c on t rol
M od e
A c q u i rer ’s
Ab n orma l
Ac q u i rer ’s
Ab n orma l
[  =   1 ] R et u rn [ = 1  ] R et u rn [  =  1 ] R et u rn R et u rn
Independent variables
C ou n t ry of ori gi n –
ra p i d i n d u st ri a li zer
0 . 5 4 4 ** *
(0 . 1 4 9 )
- 0 . 3 3 4 **
(0 . 1 5 0 )
0 . 3 6 0 ** *
(0 . 1 3 8 )
Hi gh - t ec h n ology
i n d u st ry t a rget
0 . 3 6 0 ** *
(0 . 1 1 5 )
- 0 . 3 4 4 * **
(0 . 1 0 6 )
0 . 3 5 3 ** *
(0 . 1 0 2 )
Control variables
A cquirer’s
p ri or p erforma n c e
- 0 . 0 1 1 **
(0 . 0 0 5 )
- 0 . 0 0 1 **
(0 . 0 0 0 4 )
0 . 0 0 1 2 ***
(0 . 0 0 4 )
- 0 . 0 0 0 0 4
(0 . 0 0 0 0 3 )
- 0 . 0 1 2 ***
(0 . 0 0 5 )
- 0 . 0 0 1 ** *
(0 . 0 0 0 3 )
- 0 . 0 0 0 0 4
(0 . 0 0 0 0 4 )
A cquirer’s p rofi t a b i li t y 0 . 0 0 0 3
(0 . 0 0 0 2 )
- 0 . 0 0 0 0 4 ** *
(0 . 0 0 0 0 1 )
- 0 . 0 0 0 5
(0 . 0 0 0 3 )
- 0 . 0 0 0 0 1
(0 . 0 0 0 0 1 )
- 0 . 0 0 1 *
(0 . 0 0 0 3 )
- 0 . 0 0 0 0 4 *
(0 . 0 0 0 0 2 )
- 0 . 0 0 0 0 0 8
(0 . 0 0 0 0 1 )
Acquirer’s levera ge - 0 . 0 0 1
(0 . 0 0 1 )
0 . 0 0 0 4
(0 . 0 0 0 2 )
0 . 0 0 1
(0 . 0 1 )
- 0 . 0 0 0 1 *
(0 . 0 0 0 0 7 )
- 0 . 0 0 6
(0 . 0 0 1 )
0 . 0 0 0 4 *
(0 . 0 0 0 2 )
- 0 . 0 0 0 1 **
(0 . 0 0 0 1 )
Acquirer’s firm size 0 . 0 7 6 *** - 0 . 0 0 2 - 0 . 0 9 2 ** * - 0 . 0 0 5 *** - 0 . 0 8 9 ** * - 0 . 0 0 1 - 0 . 0 0 5 ***
(0 . 0 2 5 ) (0 . 0 0 3 ) (0 . 0 2 5 ) (0 . 0 0 1 ) (0 . 0 2 7 ) (0 . 0 0 3 ) (0 . 0 0 1 )
Target’s public status 1 . 2 7 9 *** - 0 . 0 3 6 * - 1 . 2 7 6 *** - 0 . 0 2 2 ** 1 . 2 7 2 *** 0 . 0 4 0 ** - 0 . 0 2 2 * **
(0 . 1 2 7 ) (0 . 0 2 1 ) (0 . 1 2 8 ) (0 . 0 0 9 ) (0 . 1 3 2 ) (0 . 0 1 6 ) (0 . 0 0 7 )
M et h od  of p a ymen t - 0 . 3 1 7 *** - 0 . 0 1 9 * 0 . 2 8 5 ** 0 . 0 0 9 ** - 0 . 2 9 0 *** - 0 . 0 2 0 ** 0 . 0 0 9 **
(0 . 1 1 6 ) (0 . 0 1 2 ) (0 . 1 1 2 ) (0 . 0 0 4 ) (0 . 1 1 1 ) (0 . 0 0 9 ) (0 . 0 0 4 )
Ac q u i rer ’s st a t e - 0 . 3 2 8 - 0 . 1 9 5 0 . 2 4 1
o wn ed st a t u s (0 . 3 2 8 ) (0 . 2 8 4 ) (0 . 2 5 6 )
Geogra p h i c  d i st a n c e - 0 . 0 0 0 0 4
(0 . 0 0 0 0 3 )
0 . 0 0 0 0 4 *
(0 . 0 0 0 0 3 )
- 0 . 0 0 0 0 3
(0 . 0 0 0 0 3 )
In d u st ry rela t ed n ess - 0 . 2 1 5 *
(0 . 1 2 9 )
0 . 2 2 5 **
(0 . 0 9 7 )
- 0 . 1 8 2 *
(0 . 0 9 8 )
C u lt u ra l d i st a n c e - 0 . 9 1 6
(0 . 0 6 0 )
0 . 0 9 5 *
(0 . 0 5 0 )
- 0 . 0 8 3 *
(0 . 0 4 9 )
C on st a n t - 1 . 8 9 1 * ** - 0 . 0 3 6 2 . 1 3 0 ** * 0 . 0 7 3 *** - 2 . 2 4 2 * ** - 0 . 0 6 0 0 . 0 7 2 ***
(0 . 5 8 2 ) ( 0 . 0 6 1 ) (0 . 5 4 2 ) (0 . 0 1 5 ) (0 . 5 6 0 ) (0 . 0 5 3 ) (0 . 0 1 3 )
Si gma 0 . 0 5 9 *** 0 . 0 5 9 *** 0 . 0 6 1 *** 0 . 0 5 9 ***
(0 . 0 1 0 ) (0 . 0 0 3 ) (0 . 0 0 7 ) (0 . 0 0 3 )
R h o 0 . 6 2 2 * 0 . 7 8 1 ** * 0 . 6 7 7 * ** - 0 . 7 7 8 ***
(0 . 2 6 3 ) (0 . 0 6 0 ) (0 . 1 6 8 ) (0 . 0 4 5 )
Ac q u i rer i n d u st ry effec t s Yes Yes Yes Yes Yes
Ta rget  i n d u st ry effec t s Yes Yes Yes Yes Yes
Ta rget  regi on  effec t s Yes Yes Yes Yes Yes
Yea r effec t s Yes Yes Yes Yes Yes
Log p seu d o - li k eli h ood - 8 4 . 7 1 0 4 1 . 7
Log li k eli h ood 1 3 5 4 . 1 6
Wa ld  st a t i st i c 3 1 . 8 7 ** 1 2 2 . 7 ** * 4 0 . 1 0 ***
N 1 1 5 7 2 0 1 1 1 5 7 9 5 6 1 1 5 7
Test  for i n d ep .  eq n s.
Wa ld  st a t i st i c 2 . 8 8 * 4 6 . 3 ***
LR  st a t i st i c 2 6 . 8 4 ** *
St a ti sti ca ll y si gn i fic an t  a t *** p < 0. 01 ;  ** p <  0 .0 5; p < 0. 10 . R ob u st  s t an da rd  errors i n pa ren th eses for Hec k ma n M L est i ma t es.
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(M L) re gres s i on i n M odel  1 and M odel  3 provi de  furt her con fi rm at i on. Th es e res ul t s
i m pl y t h at  EM NE s from a rapi dl y i ndus t ri al i z i ng count ri es s uch as  C hi na a re m ore l i kel y
t o choos e a l ow - cont rol  m ode i n t hei r acqui s i t i ons  of fi rm s  i n devel oped e conom i es ,
rel at i ve t o EM NE f rom  ot her em er gi n g econom i es . M odel  5 al s o s hows  t hat t he acqui ri n g
hi gh - t e chnol og y t ar get  h as  a s t at i s t i cal l y s i gni fi c a nt  pos i t i ve effect  on l ow - cont rol  m od e
choi ce ( = +0.353, p < 0.01 ), s upport i ng H ypot h es i s  3. Thi s  res ul t  i s  al s o cons i s t ent
wi t h t he Heckm an (M L)  re gres s i on r es ul t s  i n M odel  1 and 3, s u gges t i ng t h a t  when t he
t arget  i s  from  one of t h e hi gh - t e chnol og y i ndus t ri es  i n t he advanc ed e cono m i es , t h e
EM NE acqui r er i s  m ore l i kel y t o choos e a l ow - co nt rol  m ode.
The rho vari abl es  i n M od el s  2, 4, 6 and 7 rep res ent  t he corr el at i ons  i n error t erm s
of t he s el ect i on and p erfo rm ance out com e m odel s .  A s t at i s t i cal l y s i gni fi can t rho
coeffi ci ent  i ndi cat es  t he pres enc e of s el f - s el e ct i on. The coe ffi ci ent  of rho i n M odel  6 i s
pos i t i ve and s i gni fi cant  ( = 0.677, p < 0.01), whi ch  i s  cons i s t ent  wi t h t he rho coeffi ci ent
i n M odel  2 under t he al t e rnat i ve He ckm an M L r e gres s i on ( = 0.622, p < 0.1) . B y
cont ras t , t he co effi ci ent  o f rho i n M odel  7 i s n egat i ve and s t at i s t i cal l y s i gni f i cant  ( = -
0.778, p = 0.01), whi ch i s  furt her con fi rm ed b y t h e rho coef fi ci ent  i n M ode l  4 under t he
Heckm an M L re gr es s i on ( = 0.781, p = 0.01), s u gges t i ng t her e i s  al s o a s el f - s el ect i on
for t hos e EM NE a cqui re r s  who chos e hi gh - cont rol  acqui s i t i ons . Thus , bot h H ypot hes i s  4a
and H ypot hes i s  4b ar e s upport ed . Form al  t es t s  for t he pres en ce of s el f - s el e c t i on s how
s i gni fi ca nt  W al d s t at i s t i cs  of 2.88 and 46.3 (fo r M odel  2 a nd M odel  4, res p ect i vel y) and a
s i gni fi cant  Li kel i hood R a t i o s t at i s t i c of 26.84 (for M odel  6 and 7), furt h er c onfi rm i ng t he
above res ul t s . The EM N E acqui re rs  i ndeed s t r at e gi c al l y chos e t hei r acqui s i t i on cont rol
m odes  bas ed on t hei r ch a ract e ri s t i cs  rat her t han j u s t  rel yi n g pur el y on a r an dom  deci s i on.
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Furt herm o re, t he pos i t i ve  s i gns  of t he rho co effi ci ent s  i n M odel  2 and M odel  6
s ugges t  t he EM N E acqui rers  t hat  chos e l ow - cont r ol  acqui s i t i ons  woul d have been wo rs e
off had t he y chos en a hi gh - cont rol  m ode i ns t ead o f t he l ow – cont rol  m ode. S i m i l arl y, t he
negat i ve s i gn o f t he rho c oeffi ci ent  i n M odel 7 ( an d t he ne gat i ve s i gn of t he  rho
coeffi ci ent  i n M odel  4) al s o s ugges t  t he EM NE ac qui rers  t hat  chos e hi gh - c ont rol
acqui s i t i ons  woul d have been wors e off h ad t he y chos en a l ow - cont rol  m ode i ns t ead of
t he hi gh – cont rol  m ode. To furt her i nves t i gat e t h e s e r es ul t s , I us ed t he es t i m at ed
s wi t chi ng r e gres s i on m o del  t o gen erat e predi ct ed ret urns  (i .e., condi t i onal  ex pect at i ons ),
so that I could compare observed and counterfactual EMNE acquirer’s returns (Maddala,
1983).
Tabl e 5 pres ent s  t he anal yt i cal  r es ul t s  of expected EMNE acquirer’s returns under
l ow - cont rol  m ode and hi gh - cont rol  m ode choi c es  al ong wi t h t hei r res pe ct i ve
count erf act ual  r et urns . W hi l e t he predi ct ed m e an r et urn of hi gh - cont rol  acq ui s i t i ons  i s
gen eral l y s upe ri or t o t hat  of l ow - cont rol  a cqui s i t i on s  (1.20 perc ent  vers us  0. 03 percent ),
t hi s  does  not  neces s ar y i m pl y fi rm s  t hat  cons i der choos i ng a l ow - cont rol  m ode s houl d opt
for a hi gh - cont rol  m ode i ns t ead. In fa ct , t he EM N E acqui re rs  t hat  chos e a l ow - cont rol
m ode woul d have be en w ors e - of f had t he y cho s en a hi gh cont rol  m ode (0.0 3 percent
vers us - 6.19 pe rcent , or 6 .23 percent  l es s  ret urns ). S i m i l arl y, t he EM NE a cq ui rers  t hat
chos e a hi gh - cont rol  m ode woul d have b een wo rs e  off had t he y chos en a l o w - cont rol
m ode (1.20 per cent  vers u s - 8.56 perc ent , or 9.76 p ercent  l es s  ret urns ). Thus , H ypot hes i s
4c and H ypot hes i s  4d a r e  s upport ed. EM NE t hat  h ave obs erv ed and unobs e rved
chara ct eri s t i cs  adv ant a ge ous  for a l ow - cont rol  (hi gh - cont rol ) m ode a cqui s i t i on are m ore
l i kel y t o s t rat e gi c al l y s el ect  t hem s el ves  i nt o t he l ow - cont rol  (hi gh - cont rol ) m ode
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acqui s i t i on, l eadi ng t o a bet t er pos t - acqui s i t i on pe rform anc e t han i f t he y h a d chos en a
hi gh - cont rol  (l ow - cont rol ) m ode acqui s i t i on.
Tabl e 5 . Acquirer’s predicted returns: observed versus counterfactual control mode
I check ed for robus t nes s  b y es t i m at i n g re gres s i on m odel s  us i ng vari ous  l en gt hs  of
event  wi ndows  wi t hi n t he fi ve - d a y peri od s ur roun di ng t he announ cem ent  d a ys  as  t he
dependent va ri abl e of t h e  out com e m odel . I al s o t r i ed a l es s - t han - 30 % cut - o ff poi nt
(i ns t ead of l es s - t han - 50% ) for det e rm i ni ng t he con t rol  m ode dum m y, whi ch  i s  t he
dependent  va ri abl e of t h e  cont rol  m ode s el ect i on m odel . It  i s  wort h not i n g t hat  i n a
s i m i l ar em pi ri cal t es t  on a s m al l er s am pl e ( N = 17 6) of ex cl us i vel y m anu fa ct uri ng
acqui s i t i ons  b y C hi nes e a nd Indi an  fi rm s  i n OEC D  count ri es , H ypot hes i s 4d  was  not
s upport ed, s ugges t i ng t h os e EM NE acqui rers  t hat  chos e hi gh - cont rol  a cqui s i t i on woul d
have be en bet t er o ff had t he y chos en a l o w - cont rol  m ode i ns t ead of t he hi gh - cont rol
m ode. It  i s  l es s  cl ear wh y t he EM NE acqui r ers  wi t h hi gh - co nt rol  m ode choi ce had not
chos en t he l ow - cont rol  m ode, al t hough t h at  woul d have gen erat ed hi gh er r et urns  for
t hem . One pos s i bl e reas o n for t hi s  s ub - opt i m al  choi ce i s  t he m arket  fo r cor porat e cont rol
i n s om e of t he t ar get  ho m e count ri es  m i ght  b e i ncom pl et e (Ar row & Deb r eu, 1954).
O b se r ve d  c ho ic e ( r e a l situa tio n) Counterfactual choice (“What if” analysis) M e a n d if fe r e nc e
E M NE  acq u i r er s wi t h  o b ser ved  lo w - co n t r o l
cho i ce mo d e wh en  ch o o sin g l ow - co n t r o l
mo d e
E M NE  acq u i r er s wi t h  o b ser ved  lo w - co n t r o l  mo d e
cho i ce h ad t h ey ch o sen  h i gh - co n t ro l  mo d e i n st ead
o f l o w - co n t r o l  mo d e
+0 . 0 3 % - 6 .1 9 % +6 . 23 % * **
E M NE  acq u i r er s wi t h  o b ser ved  hi gh - co n t ro l
cho i ce mo d e wh en  ch o o sin g h igh - co n t r ol
mo d e
E M NE  acq u i r er s wi t h  o b ser ved  hi gh - co n t ro l  mo d e
cho i ce h ad t h ey ch o sen  l o w - con t r o l mo d e i n st ead
o f h i gh - co nt r o l  mo d e
+1 . 2 0 % - 8 . 56 % +9 . 7 6 % ***
No t e:  *** d en o t e s st at i s t i cal  si gn i fi can ce at  1 % l evel .
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W hi l e t he E M NE acqui re rs  t hat  chos e a hi gh - cont r ol  m ode were wel l  i nfor m ed about  t he
benefi t s  for t hem  of en ga gi n g i n l ow - cont rol  acqui s i t i ons , t he l ocal  m arket s  for corpo rat e
cont rol  i n s om e of t he s m al l er advan ced econom i e s  m i ght  not  have s uffi ci e nt  num ber of
t arget  fi rm s  wi l l i ng t o pa rt i al l y s el l  a non - cont rol l i ng m i nori t y i nt e res t  i n t hei r
s harehol di n gs . In ot her w ords , t here i s  an ov ers up pl y of t a r get  fi rm s  i n t hes e count ri es
t hat  prefe rred l et t i ng go c ont rol  of t hei r fi rm s , or e ven com pl et el y s el l i ng t h ei r s hares  t o
t he EM NE acqui r ers , t o r et ai ni ng cont rol l i ng m aj o ri t y i nt er es t s  aft er t h e acq ui s i t i on s ,
forci n g EM NE acqui re rs  t o s et t l e wi t h a l es s - t han - opt i m al  cont rol  m ode choi ce. Over al l ,
t he es t i m at i on res ul t s  we re not  s i gni fi c ant l y di ffe r ent  t o m y e arl i er r es ul t s , and t he m ai n
fi ndi ngs , pa rt i cul arl y wi t h re gard t o t he s t r at e gi c n at ure of t he cont rol  m ode  deci s i o n,
were l a r gel y una ffe ct ed.
CONCLUSION
Thi s  es s a y ex t ends  i ns i ght s  from  t he d yn am i c s oci o - cul t ural  m odel  (DS C M ) i n m y Es s a y
1 to the context of EMNE’s cross - bord er acqui s i t i ons  of fi rm s  i n hi gh - i nco m e econom i es ,
where col l ect i ve l e arni n g occurs  bet w een t he EM NE acqui r er and t he t ar get  fi rm , ea ch of
whi ch bri n gs  cont ras t i n gl y di ff erent  n at i onal  and o rgani z at i onal  cul t ures . E nri ched b y t he
organi z at i onal  l earni n g p ers pect i ve, p art i cul arl y t h e conc ept s  of ex pl orat i on and
ex pl oi t at i on (M arch, 1991), I us ed t he i ns i ght s  fro m  t he DS C M  t o bet t er unders t and t he
EMNE acquirer’s choice of non - cont rol l i ng m i nori t y i nt eres t  or cont rol l i ng m aj ori t y
i nt eres t  i n i t s  t arget  owne rs hi p i n rel at i on t o i t s  at tem pt  t o opt i m iz e effect i v e pos t -
acqui s i t i on l earni n g and m ax i m iz e val ue creat i on.
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P erform i n g an ev ent  s t udy on 1157 a cqui s i t i ons  m ade b y EM NE f rom  BR IC S
count ri es  i n t went y - one major OECD countries, I found that EMNE’s acquisition s of
fi rm s i n devel oped e c ono m i es  gen erat e, on ave ra ge, pos i t i ve pos t - acqui s i t i on
performance, as measured by the EMNE acquirers’ average abnormal returns upon the
acqui s i t i on announcem en t s . Em pl o yi n g t he endo ge nous  s wi t chi ng r e gres s i o n m et hod,
com bi ned wi t h t he Heck m an M ax i m um  Li kel i ho od m et hod t o perform  a c r os s - s ect i on
ex am i nat i on of t he res ul t s  from  t he event  s t ud y, I found t hat  an EM NE f ro m  a rapi dl y
i ndus t ri al i z i ng em er gi ng econom y s uch as  C hi na i s  m ore l i kel y t o choos e a l ow - cont rol
m ode i n i t s  acqui s i t i on of fi rm s  i n devel oped e con om i es  t han acqui re rs  fr o m  ot her
em er gi n g econom i es . I al s o found t hat  acqui ri n g a t arget  i n one of t he hi gh - t echnol o g y
i ndus t ri es  i n t he advance d econom i es  i s  pos i t i vel y rel at ed t o a great e r prob abi l i t y for an
EM NE acqui r er t o choos e a l ow - cont rol  m ode ove r a hi gh - cont rol  m ode. M oreover, I
found t hat  EM NE acqui r ers  t hat  s t rat e gi c al l y s el e ct  a l ow - cont rol  m ode o r a hi gh - cont rol
m ode i n t hei r acqui s i t i ons  i n devel oped econom i e s  di d s o b y cons i deri n g t hei r obs erved
as  wel l  as  unobs erv ed fi r m - l evel , i ndus t r y - l evel  a nd count r y - l evel  c har act e ri s t i cs . I al s o
found EM NE acqui rers  t hat  chos e l ow - cont rol  m ode and t hos e t hat  chos e h i gh - cont rol
bot h m ade an opt i m al  de ci s i on.
Thi s  es s a y m akes  s ev eral  cont ri but i ons . Fi rs t , i t  expands  t he res e ar ch i n EM NE b y
dem ons t rat i ng t he col l ect i ve l ear ning benefits of control mode choice in EMNE’s
acqui s i t i ons  of fi rm s  i n devel oped e conom i es , bas ed on pers pe ct i ves  of t he d ynam i c
s oci o - cul t ural  m odel  (DS C M ) and t he or gani z at i onal  l earni n g l i t erat ur e. S e cond, i t
contributes to the “country - o f - ori gi n ef fe c t” literature (e.g., Lahiri et al., 2014; Porter,
1990;  S et hi  & El ango, 20 00), b y furt her di s s e ct i ng t he em er gi n g e conom i es  and
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cl as s i f yi n g t hem  i nt o a t ypol og y cr eat ed b as ed on count r y - l evel  i nt ern at i onal  t rade and
l abor m arket  condi t i ons . Thi rd, i t  res po nds to Shaver’s call for seriously taking into
account  pot ent i al  s el f - s el ect i on bi as es  i n per form a nce - r el at ed r es e arch i n s t rat e gi c
m ana gem ent  r es ea rch, es peci al l y when s t r at e gi c c hoi ces  ar e i nvol ved (199 8), b y
endogeni z i ng t he choi ces  i n t he m odel  es t i m at i on through t h e appl i cat i on of  t he
endogenous  s wi t chi n g re gr es s i on m et hod, whi ch i s  a t echni cal  advant a ge t o t he
t radi t i onal  us e of t he He c km an t wo - s t ep es t i m at i on procedur e i n m ana gem ent  l i t erat ure
for handl i n g a s el f - s el e ct i on probl em .  Fourt h, i t  a dds  t o t he rel at i vel y ra re s t udi es  on t he
determinants of corporate control mode choice within the context of “South - North”
i nt ernat i onal  acqui s i t i ons  and ex t ends  s om e recent  rel at ed wo rks  (e. g., C ha r i  & C han g,
2009;  C ont ract or et  al , 2 014;  Gaffne y et  al ., 2015 ;  Yang, 2015 ) b y l ooki ng i nt o t he
perform an ce i m pl i cat i on s  of t he cont rol  m ode cho i ce. In addi t i on, from  a p ract i cal
pers pect i ve, i t  provi des  e x ecut i ves  of EM NE s as  wel l  as  t hei r pros pe ct i ve t arget  fi rm s  i n
advanc ed econom i es  wi t h t he unders t andi n g t hat  co nt rol  m ode i s  an i m port ant  s t rat e gi c
choi ce t hat  EM NE s m ak e when a cqui ri n g t ar get s , part i cul arl y i n hi gh - i nco m e econom i es .
Ins i ght s  i nt o how t hi s  cont rol  m ode deci s i on aff ec t s  acqui s i t i on perform anc e s houl d
prove i m port ant  for not  o nl y res ear che rs , but  al s o pract i t i oners .
It  i s  us eful  t o hi ghl i ght  s om e l i m i t at i ons  i n t hi s  es s a y t hat  n eed t o be addre s s ed i n
future studies. First, the detailed process of EMNE’s simultaneous engagement in
i nt ers pat i al  ex pl orat i on and ex pl oi t at i on is  s t i l l  l es s  cl ear. Th ere i s a n eed f or a qual i t at i ve
s t ud y t o bet t er und ers t an d am bi dex t eri t y i n t he co nt ex t  of EM NE. Of part i cul ar i nt er es t  i s
the relationship between EMNE’s acquisition motives and EMNE’s process of
devel opi ng t hi s  d ynam i c capabi l i t y. S e cond, i t  wo ul d be t hought - p rovoki n g t o
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em pi ri cal l y ex am i ne whe t her t he ef fect s  of hom e c ount r y ch ar act eri s t i cs  an d hi gh -
technology target industry on control mode choice can be generalized beyond the “South -
North” acquisition context, but such study needs a wider sample. In addition , i t  i s
pos s i bl e t hat  even under ful l  acqui s i t i ons  acqui rer s  s t i l l  opt  for a pos t - acqui s i t i on part i al
i nt egr at i on, gi vi n g l ar ger operat i onal  and s t r at e gi c aut onom y t o t hei r whol l y - owned
s ubs i di ari es  (Kal e & S i ngh, 2009). Th er e i s  t hus  a need t o com par e EM N E acquirer’s
perform an ce und er pos t - acquisition partial integration with other forms of “partnership”
approach es s uch as  i nt e r nat i onal  j oi nt  vent ure s , or even get t i n g pa rt i al l y a c qui red b y an
i nt ernat i onal  acqui r er f ro m  an advanc ed e conom y.
Thi rd, I al s o di d not  cove r s overei gn w eal t h fund ( S W F) acqui re rs  i n t hi s  s tud y,
ye t  i n m an y cas es , gov er nm ent s  of t he em er gi n g e conom i es  us e t hi s  vehi cl e t o acqui re
as s et s  i n devel oped e con om i es  (e. g., S i ngapo re an d t he Gul f s t at es ). Furt he rm ore, from  a
target’s perspe ct i ve, anot her i nt ri gui n g r es e arch q ues t i on i s  whet her bei n g acqui red b y an
EM NE i s  s uperi or t o bei ng a cqui red b y a purel y l ocal  acqui r er or an a cqui r er from
anot her adv anced count r y.  Las t  but  not  l eas t , i t  i s  wort hwhi l e t o em pi ri cal l y ex am i ne t he
perform a n ce i m pl i cat i on of ot her s t rat e gi c choi c es  m ade b y t he EM NE a cq ui rers  i n t hei r
acqui s i t i ons  of fi rm s  i n devel oped e conom i es . The s e s t rat e gi c choi ces  i ncl u de publ i cl y -
l i s t ed vers us  pri vat e t ar get s , s t at e - owned vs . non - s t at e - owned t a r get s , and s o fort h.
To s um  up, t hi s  es s a y has  hi ghl i ght ed s om e as pe ct s  of t he val ue c reat i on pr oces s
in EMNE’s acquisitions of firms in developed economies from a dynamic socio - cul t ural
pers pect i ve. S pe ci fi cal l y,  i t  has  dem ons t rat ed t hat  b y s t rat e gi cal l y choos i n g an
appropri at e cont rol  m ode , EM NEs  can m ax i m i z e thei r l earni n g b enefi t s  and  val ue
creat i on, as  t h e y ar e i nt er act i ng wi t h t hei r acqui r e d t arget s  and hos t  count ri es . It  i s
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unique in its approach to concurrently examine drivers of acquirer’s control mode choice
and t he per form anc e i m pl i cat i on of t he choi ce, wh i l e account i n g for pot ent i al
endogenei t y i n t he choi c e - m aki n g proc es s .
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IV. Essay 3. Sources of Value Creation in Emerging Multinational Enterprises’
Partial Acquisitions of Firms in High-Income Economies: A Target’s Perspective
INTRODUCTION
Since Harvard Business Review published Richard Hexter’s “How to sell your company”
and William Rockwell, Jr.’s “How to acquire a company” in its September 1968 issue,
m os t res ear ch ers i n t he m er ger and a cqui s i t i on (M &A) l i t er at ure h ave pri m ari l y bui l t
their theories on the buyer’s perspective, focusing on which fir m s  m ake at t r act i ve t ar get s
gi ven certain buyer motivations and characteristics (Dalziel, 2008).  Despite Hexter’ s
warning about the importance of addressing the imbalance between the buyer’s and
seller’s perspectives if the M&A activities are to result in economic sense, very few
s t udi es  i n t he s t rat egi c m ana gem ent  l i t er at ure hav e approa ched acqui s i t i ons  from  t he l e ns
of t he s el l er. G raebn er an d Ei s enhardt  (2004) i s  a not abl e ex cept i on. Us i ng a qual i t at i ve
case study of high technology acquisitions, they developed the seller’s side of the M&A
s t or y, i n whi ch t he rel at i ons hi p bet ween bu ye r an d s el l er i s  vi ewed as  m or e of a
“courtship,” rather than “takeovers of the desperate targets,” where both buyer and seller
m ake choi c es  bas ed on s t rat e gi c cons i d erat i ons .
Bet we en 1990 and 2016 Em er gi ng M ul t i nat i onal  Ent erpri s es  (EM N Es ) ’s
acqui s i t i ons  i n devel oped  econom i es  re ac h ed $1.9 t ri l l i on, i nvol vi ng 28,073 deal s . About
26.8 percent  o f t hes e de a l s  were pa rt i al  s al es  whe r e t he ori gi nal  s har ehol der s  of t he t ar get
fi rm  s el l  part  of t hei r s t ak es  and ret ai n s om e cont ro l l i ng m aj ori t y o r non - con t rol l i ng
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m i nori t y s h ares  aft e r t he a cqui s i t i on 7 . EMNE’s partial acquisitions of firms in advanced
econom i es  have a gr eat  d eal  of r es em bl anc e wi t h t echnol o g y acqui s i t i ons  i n a purel y
dom es t i c s et t i ng. S i m i l ar t o acqui rers  i n t e chnol ogy a cqui s i t i ons , t he acqui r i ng EM NE
t ypi cal l y ne ed s val uabl e s ophi s t i cat ed t echnol o gi e s , brands  and/ or m an a ger i al  know - how
from their targets in developed countries for immediate exploitation in the EMNEs’ home
or re gi onal  m ark et s  (S t uc chi , 2012). M oreov er, s i m i l ar t o t he t ar get  fi rm s  i n t echnol og y
acqui s i t i ons , t h e target firms in EMNE’s acquisitions in developed economies choose
offers  from  bi dder(s ) not  m erel y bas ed on bi d pri c es , but  al s o s t rat e gi c cons i derat i on,
evaluating how the bidder’s resources will affect their post - acqui s i t i on conf i gurat i on of
res ourc es . Of cours e, t he t arget  fi rm s  al w a ys  res e r ve t he ri ght  t o rej e ct  t he bi d offer, s t a y
i ndependent , and cont i nue t hei r bus i nes s es  as  us u a l  (Graebn er, Ei s enh ardt , & R ound y,
2010).
Thi s  es s a y focus es  on t h e  pers pect i ve o f t he t ar get  fi rm  t o ex am i ne t he s ources  of
val ue cr eat i on for t a r get  s harehol de rs  i n t he part i al  s al es  of fi rm s  i n devel op ed econom i es .
W hat  are t he f act ors  t hat  creat e val ue i n t ar get  fi r m s?  W hat  val uabl e cha ra ct eri s t i cs
s houl d a fi rm  i n a devel o ped econom y be l ooki n g for i n i t s el f as  wel l  as  i t s  pros pect i ve
EM NE acqui r er?  To addres s  t hes e res ear ch ques t i ons , I ex t end t he i dea of col l ect i ve
l earni n g from  t he d yn am i c s oci o - cul t ural  m odel  ( DS C M ) i n Es s a y 1 and c om pl em e nt  i t
with insights from organizational learning (March, 1991) and M&A seller’s view
(Gra ebner & Ei s enh ardt , 2004) l i t erat ure. I argue that in EMNE’s partial acquisitions of
fi rm s  i n hi gh - i ncom e m a rket s , t he t ar get  fi rm s  do not  choos e t hei r a cqui rer s i m pl y b as ed
on who offe rs  t he hi gh es t  bi d pri ce, but  t he y s t rat e gi c al l y cons i der r es ourc e s  t hat  t he y
7 Ac q u isitio n d a ta  we r e  r e tr ie v e d  fr o m T ho mso n O ne  d a ta b a se  o n J une  1 4 ,  2 0 1 7 .
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already possess and choose certain acquirers’ characteristics to optimize their post -
acqui s i t i on l earni n g and val ue cr eat i on. S peci fi c al l y, I argue that target’ s  pr i or pres enc e
in acquirer’s home market, target’s post - acquisition control, target’s international
ex peri ence, and t ar get - ac qui rer i ndus t r y rel at ednes s  are pos i t i vel y rel at ed t o pos t -
acquisition target performance. Moreover, I argue that acquirer’s stat e - ow ned s t at us  and
the cultural distance between acquirer’s home and target’s home countries are negatively
rel at ed t o pos t - a cqui s i t i on t arget  per form an ce. I al s o ar gue t hat  t he n e gat i ve  effe ct  of
cul t ural  di s t ance on pos t - acqui s i t i on t arget  per for m ance i s pos i t i vel y m ode rat ed b y
target’s international experience and negatively moderated by EMNE acquirer’s state -
owned s t at us .
I b e gi n t he nex t  s ect i on wi t h a revi ew o f rel ev ant  l i t erat ure and a di s cus s i on of t he
s el ect ed r es ea rch s et t i n g, whi ch provi de s a b as i s  fo r devel opi n g t es t abl e h yp ot hes es  i n t he
s ubs equent  s ect i on. In t h e fol l owi ng s ect i on, I out l i ne t he m et hodol og y em pl o yed i n t hi s
s t ud y, i ncl udi ng t h e dat a whi ch wer e us ed t o t es t  t he h ypot h es es . I t hen p re s ent  res ul t s
from  s t at i s t i cal  anal ys es  i n t he di s cus s i on s ect i on. The concl udi n g s e ct i on provi des  a
s um m ar y and s om e t heor et i cal  and pr act i cal  i m pl i cat i ons  t hat  can be d rawn  from  t he
s t ud y, al on g wi t h res ear c h i s s ues  and l i m i t at i ons  that  s t i l l  need t o be addres s ed i n fut ure
res ea rch.
I hi ghl i ght  her e t he fa ct  t hat  t hi s  s t ud y i s  uni que i n i t s  focus  on unders t and i ng t he
EMNE’s cross - border partial acquisitions in developed countries from a target’s
vi ewpoi nt . It  ex pands  a p revi ous  conc ept ual  pape r  from  Bu ckl e y, El i a, and Kafau ros
(2010) on t he det e rm i na n t s  of pos t - acquisition target performance in EMNE’s
acqui s i t i ons  of fi rm s  i n advanced count ri es , b y pr ovi di ng rel ev ant  em pi ri c al  ex am i nat i on.
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To t he bes t  of m y kno wl edge, t hi s  s t ud y i s  t he fi rs t  em pi ri cal  i nves t i gat i on on t he s ources
of val ue c reat i on fo r target firms in the “South - North” cross - bo rder p art i al  acqui s i t i on
cont ex t . From  a pra ct i cal  pers pect i ve, i t  provi des  us eful  i ns i ght s  for ex ecut i ves  of
pros pect i ve t ar get  fi rm s  i n hi gh - i ncom e econom i e s  i n s t rat egi c al l y eval uat i ng bi ds  from
pros pect i ve E M N E acqui rers , bas ed on a s ophi s t i c at ed cul t ural  l ens , oft en u s ed b y t h e
acqui re r but  rar el y di s cus s ed from  t he pe rs pect i ve of t he t ar get .
LITERATURE REVIEW
This essay views EMNE’s acquisition s i n devel oped econom i es  f rom a target’s
pers pect i ve. M os t M &A s t udi es  have been b as ed on a m ore t radi t i onal  vi e w of corpo rat e
acqui s i t i ons , i n whi ch t he acqui ri n g fi rm  i s  per cei v ed as  t he ke y d eci s i on m aker, and t h e
t arget  fi rm  i s  rel at i vel y w eak and uni m port ant . Th e t ar get  fi rm  o ft en vi ews  t he acqui s i t i on
as  an or gani z at i onal  de at h, and henc e focus es  i t s  effort  on m ax i m i zi ng t ake over
prem i um s (Gra ebner & E i s enhardt , 2004). W hi l e t hi s  vi ew m a y b e qui t e ap pl i cabl e when
t he t ar get  i s  a l ow - p erfo r m i ng com pan y wi t h onl y t angi bl e r es ourc es , i t  i s  cert ai nl y o f
l i m i t ed val ue when t he t a rget  i s  a hi gh - per form i n g com pan y wi t h em bedde d t aci t
knowl edge res ou rc es  (Gr a ebner, Ei s enhardt , & R o und y, 2010), s u ch as  t ar get ed fi rm s  i n
EMNE’s acquisitions in developed economies. In the latter case, it is more reasonable to
vi ew t he acqui r er - target relationship as more of a “courtship” rather than a takeover,
where bot h a cqui ri n g and  t arget  fi rm s  ar e ke y d eci s i on m akers  who ar e equ al l y s t ron g
and i m port ant  (Gra ebne r & Ei s enha rdt , 2004).
Through t hi s  l ens  an acq ui s i t i on i s  not  vi ewed as  a proces s  wher e t ar get  fi r m s  are
s i m pl y rea ct i ve and pri ce - dri ven ( Zen g, Dou gl as  & W u, 2013) , but  as  a pr oces s  of m ut ual
143
agreem ent  bet we en acqui ri ng fi rm  and t ar get  fi rm  encom pas s i n g s t rat e gi c c ons i derat i ons
and cul t ural  fi t  i s s ues , w hi ch are m or e t han j us t  fi nanci al  cons i de rat i on (Gr aebner &
Ei s enhardt , 2004). Thi s  p ers pect i ve s u gges t s  t hat  t he t ar get  fi rm  al s o cons i ders  t he
acquisition as a strategic means to access the acquirer’s resources (Inkpen, Sundaram, &
R ockwood, 2000). In pa r t i al  acqui s i t i ons  where t h e acqui r er al l ows  t he t a r get  t o ret ai n
part i al  owners hi p and/ o r operat i onal  aut onom y a f ter the acquisition, the target firm’s
s t rat e gi c cons i de rat i on m akes  even m o re s ens e, w hi ch i n t urn i nfl uences t h e target’s
prefe renc es  for a s peci fi c  acqui re r i n a wa y t h at  t he t ar get  pr efe rs  an a cqui r er who
pos s es s es  res our ces  ne ed ed t o m ake t he t ar get  s uc ces s ful , even aft e r i t  i s  ac qui red
(Dal z i el , 2008). W hi l e t he M &A res e arch h as  foc us ed m ore on a cqui ri ng f i rm s  t han
t arget  fi rm s  (H al ebl i an, e t  al ., 2009), s ever al  em pi ri cal  works  ha ve ex am i ned t he pos t -
acqui s i t i on perform an ce of t ar get  fi rm s . Th es e s t u d i es  have fo cus ed on s ev eral  t ar get
perform an ce i ndi c at ors , i ncl udi ng pro fi t  and prod uct i ve effi ci enc y ( Be rt ra nd & Zi t ouna,
2008), fai l ure rat e ( Li  & Gui s i nger, 1991 ), s urvi va l  rat e (S have r, 1998;  Ver m eul en &
Bark em a, 2001), and cu m ul at i ve abnorm al  ret urn s (Harri s  & R avens cra ft , 1991;  Kang,
1993;  M ann & Kohl i , 20 11). Tar get  s h arehol de rs  gen eral l y ben efi t t ed and oft en
ex peri enced s i gni fi cant  p os i t i ve ret urns  (Dat t a, P i nches , & Nar a yan an, 199 2).
Am ong s t udi es  t hat  hav e cl os el y ex am i ned as pect s  of t ar get  fi rm s urvi v al  or
fai l ure, C apron, Dus s au ge, and M i t chel l  (1998) s h ow t hat  t ar get s  and acqui rers  f requent l y
redepl o y r es ourc es  fol l owi ng hori z ont al  acqui s i t i ons , es peci al l y res ou rces  t hat  frequent l y
face m arket  f ai l ure. Ot he r works  hav e focus ed on det erm i nant s of firms’ survival, which
i ncl ude great er bus i nes s  s cal e and s cope ( Be rcovi t z  & M i t chel l , 2007) and t he foundi ng
condi t i ons  of t he t ar get  fi rm  (Geros ki , M at a, & P o rt ugal , 2010 ). Li  (1995) s hows  a hi gh er
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ex i t rat e for forei gn acqui s i t i ons and  j oi nt   vent ur es  t han s ubs i di ari es  es t abl i s hed  t hrough
gr eenfi el d i nves t m ent s . The res ul t s  al s o i ndi cat e a hi gher ex i t  rat e for s ubs i di ari es  t hat
di vers i f y t h an for t hos e t hat  s t a y i n t he p arent  fi r m 's  m ai n product  are as .
EMNEs’ cross-border acquisitions and North American markets for corporate
control
From a target firm’s perspective, the partial sale of ownership shares to an EMNE
acquirer opens access to acquirer’s home market and, possibly, acquirer’s regional
m arket s . Fo rei gn di re ct  i nves t m ent  (FD I) i nfl ow t o dev el opi ng econom i es  ros e
s i gni fi cant l y f rom  $34.7 bi l l i on i n 1990 t o $714.1 bi l l i on i n 2016, s ubs t ant ial l y i ncr eas i n g
its share in world’s total FDI from 16.9 percent to 40.9 percent for the same period
(UNC TAD, 2017). Th e s i z abl e and fas t  growi n g e m ergi n g m a rket s  hav e be com e hot
des t i nat i ons  for FD I of m ul t i nat i onal  ent erpri s es  ( M NE) from  dev el oped e conom i es .
Tradi t i onal l y, m ul t i nat i onal  ent erpri s es  (M NE) fr om  devel oped e conom i es  ent er
em er gi n g m ark et s  b y ex pl oi t i ng t hei r s uperi or own ers hi p advant a ge i n br an d, t echnol og y,
and m ana ge ri al  know - ho w (H ym er, 1976 ). In addi t i on t o green fi el d i nves t m ent  and
whol l y - own ed a cqui s i t i on, m an y M NE s ent er em er gi ng m arket s  vi a a h ybr i d approach b y
form i ng an i nt ernat i onal  j oi nt  vent ure wi t h l ocal  fi rm s  or b y p art i al l y acq ui r i ng l ocal
fi rm s  i n t he hos t  count ri es  (C hen & H ennart , 2004 ) t o reduc e ri s ks  and of fs et  l i abi l i t i es  of
forei gnnes s  ( Zahe er, 199 5). Acco rdi ngl y, for a p r os pect i ve t ar get  fi rm  i n a  devel oped
econom y, t he part i al  s al e  of i t s  s hares  t o an EM N E acqui re r prov i des  anot her avenu e t o
t ap t he l ar ge and rapi dl y gro wi ng em er gi n g m ark e t s  vi a a h yb ri d approa ch, s ugges t i n g t he
deci s i on of a fi rm  i n a d e vel oped econom y t o be a cqui red b y an EM NE m i ght  be s t r at e gi c
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rat her j us t  purel y fi n anci al  bas ed on t he hi ghes t  bi d pri ce. Thi s  i s  es peci al l y t rue i n part i al
acqui s i t i ons  where t he t a rget  ori gi nal  s har ehol ders  s t i l l  ret ai n part i al  owners hi p aft er t he
acqui s i t i on i s  com pl et ed.
Des pi t e t he phenom en al  acqui s i t i on act i vi t i es  of EM NEs  i n t he l as t  t wo dec ades ,
ver y fe w s t udi es  h ave em pi ri cal l y ex am i ned t he s ources  of v al ue c reat i on fo r t he t ar get
fi rm s  i n t he cont ex t  of EM NE ’s i nt ernat i onal  a cq ui s i t i ons  i n devel oped ec onom i es . There
are not abl e ex cept i ons . B as ed on cas e s t ud y and i n t ervi ew dat a from  C hi nes e acqui s i t i ons
of Germ an fi rm s  i n t he m achi ner y and equi pm ent  i ndus t r y, Kno eri ch (2010 )  ar gued t hat
t he Germ an fi rm s  are wi l l i ng t o be a cqui red b y C h i nes e acqui r ers  be caus e t he y can gai n
s ubs t ant i al l y from  t he d e al  due t o com pl em ent ari t i es  i n t he acqui s i t i on m oti ves  of bot h
part i es  (i .e., m a rket - s e eki ng ve rs us  s t rat e gi c - as s et - s eeki ng), as  w el l  as  t he u nderl yi n g
s t rat e gi c ne eds  of bot h fi r m s . Us i ng an or gani z at i onal  l earni n g pe rs pect i ve, R abi os i , El i a,
and Bat oni  (2012 ) found t hat  EM NE s ent er dev el o ped m arket s  i ncr em ent al l y i n orde r t o
offs et  l i abi l i t y of fo rei gn nes s  and choos e whet her t o purs ue ex pl orat or y o r ex pl oi t i ve
acqui s i t i on, but  t he s t ud y di d not  ex am i ne t he perf orm ance i m pl i cat i on of t he s t rat e gi c
choi ces  t he EM NE s m ak e.
Bas ed on a s am pl e f rom  acqui s i t i ons  of publ i cl y - l i s t ed fi rm s  i n t he Uni t ed S t at es
bet ween 1979 and 2006, C hen (2011) found a cqui s i t i ons  m ade b y EM NE s t end t o
i ncreas e t ar get  p rofi t abi l i t y, but  dec eas e t ar get  s al es , em pl o ym ent  and l abo r product i vi t y,
com pared wi t h t hos e m a de b y dom es t i c acqui r ers  or acqui r e rs  from  ot he r d evel oped
econom i es . S i m i l arl y, us i ng a s am pl e from  a cqui s i t i ons  of publ i cl y - l i s t ed U .S , fi rm s  from
1980 t o 2006, C hari , C hen and Dom i ngu ez  (2012)  s howed t he profi t abi l i t y of U.S . fi rm s
acqui red b y EM NE i ncre as es , but  s al es  and em pl oym ent  de c l i ne i n t he yea r s  fol l owi ng
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t he acqui s i t i ons , com pare d wi t h t hos e of m at ched non - acqui r ed U.S . fi rm s . Bot h C hen
(2011) and C hari  et  al . (2 012) , howeve r, s t opped s hort  of cros s - s ect i onal l y ex am i ni ng t he
s ources  of t a r get  val ue cr eat i on. Ut i l i z i ng t he res o ur ce - b as ed t heo r y, Bu ckl e y et  al .
(2010) propos ed t hat  bot h t he res ourc es  of t he t a r get  fi rm  i n t he devel oped  econom y and
t he res ourc es  of t he EM NE acqui r er i nfl uen ce po s t - acqui s i t i on t arget  per f orm ance. Th e y
furt her t heo ri z ed for s eve ral  det erm i nant s  of pos t - acqui s i t i on t arget  per for m ance, but
perform ed no em pi ri cal  t es t .
In this essay, I focus my empirical investigation on EMNE’s partial acquisitions
of fi rm s  i n t he Uni t ed S t at es  and C anada. I defi n e an EM NE as  a fi rm  whos e ul t i m at e
parent  has  a headqu a rt e rs  l ocat ed i n a dev el opi ng econom y. F rom  an em pi r i cal
s t andpoi nt , EM N E ’s acq ui s i t i ons  i n a rel at i vel y h om ogenous  No rt h Am eri can m ark et
provi de a uni que r es ea rc h s et t i ng for ex am i ni ng pos t - acquisition target firm’s value
creat i on. M an y EM NE s pres erv e t he i dent i t y o f f orei gn fi rm s  t he y hav e t a ken over b y not
operat i onal l y i nt e grat i n g t hem  i nt o t he parent  com pani es  (Kal e, S i ngh, & R am an, 2009),
s o dat a on t he t ar get  fi rm s  are m ore pu bl i cl y avai l abl e com par ed t o cas es  w here fi rm s
i m m edi at el y i nt e gr at e t he i r acqui red t ar get s . I wi l l  devel op m y h ypot h es es  i n t he nex t
s ect i on befor e di s cus s i ng m y m et hodol o g y i n t he s ubs equent  s ect i on.
THEORETICAL DEVELOPMENT AND HYPOTHESES
In Es s a y 1 I propos ed t he  D yn am i c S oci o - cul t ural  M odel  (DS C M ) as  a gen eral i z ed
pers pect i v e on cul t ural  c hange and cre at i on. The DS C M  vi ews  an organi z at i on as  a form
of s oci al  s ys t em . Ever y s oci al  s ys t em  h as  cul t ural  res ourc es  whos e el em ent s  i ncl ude
knowl edge, val ues , no rm s , bel i efs , cus t om , l aw, l a ngua ge, art , concept s  of good and evi l ,
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t ool s , t echnol ogi es , and a rt i fact s  (J appers on & S wi dl er, 1994). W hen an EM NE acqui r es
a t ar get  fi rm  i n a d evel op ed count r y, t he DS C M  vi ews  i t  as  a cul t ural  event  com parabl e t o
a “marriage” between two firm s , i n whi ch t wo s oc i al  s ys t em s  bri n g t hei r di s t i nct i ve
cul t ural  res our ces  and ar e i nt eract i n g wi t h e ach ot her (H aberm as , 1979 ). S uch cul t ural
event s  i nvol ve unce rt ai nt y,  and t h e s oci al  s ys t em s  have t o reo r gani z e t hei r r ul es  for
deal i ng wi t h uncert ai nt y t o s urvi ve (Eder, 1999 ). In m odern t i m e s  uncert ai n t y i s  i nherent
i n an y s o ci al  s ys t em , and  i nt eract i n g i ndi vi dual s  wi t hi n s oci al  s ys t em s  m us t  cont i nuous l y
and col l ect i vel y l ea rn ne w rul es  t o s urvi ve ( Be ck,  1992;  S abat i er & J enki n - S m i t h, 1993).
W hen an EM NE t akes  ov er a t a r get  i n a dev el oped  cou nt r y, t h e cont a ct s  bet ween t he
EM NE and t he hos t  coun t r y, and b et we en t he EM NE and t he a cqui red t a r get , chan ge
s oci al  i nt eract i ons  and b r i ng about  unc ert ai nt i es  t o  t he EM NE as  wel l  as  t he  acqui red
t arget . Thes e un ce rt ai nt i es  yi el d not  onl y ri s ks , but  al s o opport uni t i es  for cr eat i ng n ew
s hared cul t ur es  for t he E M NE and t he a cqui red t a rget , bec aus e t hes e ri s ks  i ncent i vi z e t he
i nt eract i n g s oci al  s ys t em s  for furt he r col l ect i ve l e arni ng, whi ch gen erat es  new s har ed
cul t ure and m o di fi es  t he cul t ural  res our ces  of t he acquirer and the target’s organizations .
From  a DS C M  pers p ect i ve, t he col l ect i ve l e arni n g pro ces s  m odi fi es  ex i s t i ng
s hared knowl ed ge r es our ces  of t he i nt er act i n g s oci al  s ys t em s , produ ci ng no vel
knowl edge i n bot h t he E M NE acqui re r and t he ac qui red t ar get . Ed er (1999 ) ar gued t h at
t here a re t wo t ypes  of col l ect i ve l earni n g pr oces s  t hat  yi el d t wo di f fer ent  t ypes  of s har ed
knowl edge, nam el y, substantive learning and social rule learning . At  an organi z at i onal
l evel , t he conc ept s  of s ub s t ant i ve l earni n g and s oc i al  rul e l ea rni ng are com p arabl e t o t he
i dea of ex pl oi t at i on and ex pl orat i on i n t he organi z at i onal  l earni n g l i t erat ur e . Ex pl oit at i on
i s  a l earni n g proc es s  t hat  refi nes  and ex t ends t he organization’s existing competencies,
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t echnol ogi es  and wa ys  o f  t hi nki ng wi t h rel at i vel y prox i m at e, predi ct abl e an d pos i t i ve
econom i c ret u rns . Thi s  i ncl udes  act i vi t i es  s uch as  r efi nem ent , s el e ct i on, and / or
i m pl em ent at i on of ex i s t ing t e chni ques , choi c e, pr oduct i on m et hods , effi ci e nc y, et c.
Ex pl orat i on, on t he ot her hand, i s  a l e arni n g pro ce s s  t hat  i nvol ves  ex peri m ent at i on wi t h
new al t ern at i ves  cha ract e ri z ed b y r el at i vel y unce rt ai n, di s t ant  and (oft en) n egat i ve
econom i c ret u rns , whi ch i ncl udes  act i vi t i es  s uch a s  s earchi n g fo r novel  i de as , m arket s ,
rel at i ons , et c. (M arch, 19 91).
A l l  organi z at i onal  a ct i vi t i es  al wa ys  i nvol ve s om e l earni n g, ev en i n m e re
repl i cat i on of pas t  a ct i ons  (Yel l e, 1979). M or eove r, l earni n g al w a ys  i nvol ves  t he t wi n
proces s es  o f ex pl orat i on and ex pl oi t at i on (Gupt a, S m i t h, & S hal l e y, 2006).  To s urvi ve
and s ucce ed , or gani z at i ons  rel y on o r gani z at i onal  am bi dex t eri t y, whi ch i s  a  d ynam i c
capabi l i t y t o s i m ul t aneou s l y and s ynch ronous l y pu rs ue bot h ex pl oi t at i on and ex pl orat i on,
wi t h t he act ual  com pos i t i on bet w een t he t wo pos s i bl y di ff erent a cros s  c as es  and over
t i m e (Ben ner & Tushman, 2003). As argued in Essay 2, EMNE’s investment interests in
devel oped e conom i es  ar e  m ore ex pl orat i on - ori ent e d. B y cont r as t , t he target firm’s
investment interests in the EMNE’s home market are more exploitation - ori ent ed, bec aus e
t arget  fi rm s i n devel op ed  econom i es  t ypi cal l y hav e fi rm - s pe ci fi c adv ant a ge s  (FS A)
rel at i ve t o t hei r EM NE a cqui rers  i n t erm s  of s up er i or t echnol ogi es , brand a nd m ana geri al
know - how. Thus, it is reasonable to expect that EMNE’s collective learning activities in
advanc ed econom i es  are m ore l i kel y t o be ex pl orat i on - dominant while the target firm’s
col l ect i ve l ea rni ng act i vi t i es  i n t h e EMNE acquirer’s home market are m or e  l i kel y t o be
ex pl oi t at i on - dom i nant .
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Post-acquisition target performance
In EM NEs ’ pa rt i al  acqui s i t i on s  of fi rm s  i n devel oped econom i es , ori gi nal  t ar get
s harehol ders  are l i kel y t o  enj o y a pos i t i ve ret urn a ft er t he a cqui s i t i on. The d om es t i c
M &A fi n an ce l i t er at ure s ugges t s t hat  t he t a r get ’s s harehol de rs  enj o y a pos i t i ve ret urn
aft er t he acqui s i t i on (Dat t a, N ara ya nan, & P i nches , 1992). S i m i l arl y, gene ra l  cros s - borde r
acqui s i t i on l i t erat ure s ho ws  a pos i t i ve pos t - acqui s i t i on t arget  pe rform ance (e. g.,
C ebeno ya n, P apai oannou , & Tr avl os , 1992;  Danb ol t , 2004;  Danbol t  & M a ci ver, 2012).
Rare studies with “South - North” c ros s - bord er a cq ui s i t i ons  cont ext  al s o found t hat
acqui s i t i ons  of U.S . t arge t  fi rm s  b y EM NE s gener at e pos i t i ve ret urns  fo r t a rget
s harehol ders  (C hari  et  al .  (2012) and C hen (2011 ).  There are cert ai n advant ages  uni que t o
the “South - North” international acq ui s i t i on cont e x t  t hat  l ead t o a m ore enhanced v al ue
creat i on fo r t he ori gi nal  t ar get  s har ehol ders  i n adv anced count ri es .
First, given the target firm’s investment interest in developing economies is likely
t o be ex pl oi t at i on - dominant, the EMNE acquirer’s l arge and r api dl y growi ng hom e
m arket s  provi de m or e l ucrat i ve ex pl oi t at i on opport uni t i es  for t he t ar get  fi r m s , com pared
wi t h t he rel at i vel y s l ow growi ng dom es t i c or ot her  devel oped m ark et s . Thi s  i s  es peci al l y
true if target firms’ product and services have m at ured or s at ur at ed i n t hei r hom e or ot her
s ophi s t i cat e d hi gh - income markets, eroding target firms’ profitability. The access to the
huge and ex pandi ng hom e m arket s  brou ght  b y t he acqui ri n g EM NE i s  a uni que
advant a ge t h at  t ar get  fi r m s  i n devel oped count r i e s  do not  enj o y wh en t he y are a cqui red
b y pur el y dom es t i c or no n - EM NE for ei gn fi rm s  ( Knoeri ch, 2010).
S econdl y, t he ex t ens i ve operat i on and ex peri en ce t he EM NE acq ui rers  h ave  i n
t hei r own s i z abl e and fas t - growi n g hom e m ark et s , and perhaps  al s o i n ot her  d evel opi ng
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econom i es  (R u gm an, 20 09), are a di s t i nct i ve adv ant a ge pos s es s ed b y EM NE s of t en
negl ect ed i n an al ys es . E M NE s ’ part i cul a r advant ages  i n t hes e em er gi n g m arket s  i ncl ude
deep unders t andi ng o f cu s t om er needs , abi l i t y t o o perat e i n di ffi cul t  bus i nes s
en vi ronm ent s , and abi l i t y t o m ake product s  and s e rvi ces  at  ul t ra - l ow cos t s  ( C uervo -
C az urra & G enc, 2008;  Govi ndaraj an & R am am urt i , 2011;  Gui l l en & Gar ci a - C anal ,
2009). W hen EM NE s en ga ge i n part i al  a cqui s i t i ons  of fi rm s  i n devel oped count ri es ,
t arget  fi rm s  vi ew t hes e a dvant a ges  as  v al uabl e r es ources  and cap abi l i t i es  t he y can t ap for
penetrating the EMNE’s home markets. After being partially acquired, the target firms in
devel oped e conom i es  ca n i ndeed ex pl oi t  t hei r t echnol ogi es , br and, and m a nageri al  know -
how i n EMNE’s home and regional markets (Ramamurti, 2012), generating more
s yne r gi s t i c benefi t s , com pared wi t h t hos e found i n  pure dom es t i c or c ros s - b order
acqui s i t i ons  i nvol vi ng non - EM NE acqui rers . I t hu s  pos i t
Hypothesis 1: In EMNEs’ partial acquisitions of firms in developed economies,
the mean of post-acquisition target performance is positive.
Target’s prior presence in acquirer’s home market
Target firm’s lack of operational presence in its EMNE acquirer’s home market prior to
t he acqui s i t i on cre at es  va l u e for t he t ar get , bec aus e t he acqui s i t i on al l ows  t he t ar get  fi rm
t o ex pand i nt o previ ous l y i nacces s i bl e m a rket  s e gm ent s  and product i on co s t  s t ruct ure s
(Knoeri ch, 2010 ). W hen a t ar get  fi rm  from  an adv anced econom y i s  part i al l y a cqui red b y
an EM NE, t he t ar ge t  j oi ns  a s uperi or net wo rk of r es ource s and cap abi l i t i es  t hat  t he
EM NE uni quel y pos s es s es  i n i t s  hom e m arket . Th e val ue c reat ed from  t he EM NE
acquirer’s home country’s network is especially substantial when the target had no such
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uni que net work be fore t h e acqui s i t i on (Bu ckl e y et  al ., 2010), bec aus e t he p a rt i al  s al e of
owners hi p t o t he EM NE acqui re r enabl es  t he t ar get  fi rm  t o ut i l i z e t angi bl e as  wel l  as
i nt angi bl e r es ourc es  t hat  i t  di d not  previ ous l y o wn  or cont rol  (C apron, 1999 ;  Uhl enbruck,
2004 )
W hi l e t he t arget  fi rm  cl e arl y o wns  s us t ai nabl e ad vant a ges  i n t echnol o g y, b rand
and m ana gem ent , i t s  EM NE acqui r er has  a di s t i nct i ve advant a ge i n t he und ers t andi n g of
i t s  own m arket  as  a s ys t e m  of rel at i ons hi ps  am ong cus t om ers , s uppl i ers , co m pet i t ors  and
pri vat e and p ubl i c s uppor t  agenci es  (C ovi el l o & M unro, 1995). Hi s t ori cal  e x pos ure t o
t hei r hom e m arket s  en abl es  t he EM NE t o ac cum ul at e a uni que and hard - t o - i m i t at e
ex pert i s e bas ed on i t s  ex peri ent i al  net work kno wl edge. Thi s  t yp e of knowl edge i s  ri ch i n
det ai l  and cont a i ns  bot h c odi fi ed and non - codi fi ed pi eces  of knowl ed ge as  wel l  as
cogni t i ve and af fect i ve pi eces  of kno wl ed ge (Hohe nt hal , J ohans on, & J ohans on, 2014),
gen erat i n g a v al ue - cre at i ng net wo rk e f fect  for t he t arget  fi rm . In m or e conc ret e t erm s , t he
l oc al l y - kno wl ed ge abl e E M NE acqui re r c an hel p t he t ar get  fi rm t o l e arn f as t er how t o
operate successful in the EMNE’s home market (and perhaps also the EMNE’s regional
m arket s ). S i m i l arl y, t he EM NE acqui r er c an hel p t he t ar get  fi rm  s et  up pro duct i on
faci l i t i es  i n t he EM NE’s home market to reduce cost and broaden market segments
(Knoeri ch, 2010;  Kno eri ch, 2016) .
W hi l e t he prior experience in acquirer’s home market may make post - acqu i s i t i on
i nt egr at i on eas i er, i n p art i al - acqui s i t i on cas es  t he need for pos t - acqui s i t i on i nt egr at i on i s
not  as  cri t i cal  as  i n ful l - acquisition cases. This is especially true in the “South - North”
i nt ernat i onal  part i al  a cqu i s i t i on cont ext , where t he  i nves t m ent  i nt eres t  of t he t ar get  fi rm s
in the acquirer’s home market is primarily explo i tat i on - do m i nant , l evera gi ng t hei r
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s uperi or t echnol o gi es , br and and m ana gem ent , wh i ch probabl y m a y be m at uri ng i n t hei r
home bases, but still growing in the acquirer’s home markets. Thus, in EMNE’s
acqui s i t i ons  of fi rm s  i n devel oped e conom i es , t he benefi t  from  t a r ge t’s prior experience
in the acquirer’s home market is outweighed by the benefit that the target enjoys from
ent eri n g for t he fi rs t  t i m e a com pl et el y new and fa s t  growi n g m a rket , whi ch  i s  l arge and
far f rom  bei n g s at urat ed. I t hus  pos i t
Hypothesis 2: In an EMNE’s partial acquisition of a firm in a developed
economy, the target firm’s operational non-presence in the acquirer’s home
market prior to the acquisition is positively related to post-acquisition target
performance.
Target’s post-acquisition control
W hen a fi rm  i n an advan ced e conom y i s  pa rt i al l y acqui red b y an EM NE, r et ai ni ng a
cont rol l i ng m aj ori t y i n t he t ar get  own ers hi p aft er t he acqui s i t i on cre at es  val ue for t ar get
s harehol ders . As  di s cus s ed earl i e r, al l  or gani z at i o nal  act i vi t i es  al wa ys i nvo l ve l earni n g,
and al l  l earni n g i s  s i m ul t aneous l y com pos ed of s o m e am ount  of ex pl oi t at i on and
ex pl orat i on proces s es  (G upt a, S m i t h, & S hal l e y, 2 006). W hi l e EM NE s ’ i nves t m ent
i nt eres t  i n t he advan ced e conom y i s  l i kel y t o be ex pl orat i on - dom i nant , t he t ar ge t firm’s
interest in the EMNE acquirer’s home market is likely to be exploitation - dom i nant . There
are ben efi t s  as s oci at ed w i t h t arget  s h arehol de rs  m ai nt ai ni ng pos t - a cqui s i t i on m aj ori t y
owners hi p, whi ch a re i nd eed condu ci ve for ex pl oi tat i on - dom i nant  i nves t m ent . R et ai ni ng
a cont rol l i ng m aj o ri t y i nt eres t  aft er t he acqui s i t i on al l ows  t he t ar get  t o hav e  t he upper -
hand i n t he proces s  o f co m bi ni ng com m on proced ures , com m on goal s  and com m on
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gove rnanc e bet w een t he acqui re r and t he t a r get  ( Hapes l a gh & J em i s on, 1991), t o ens ure
t hat  t he appropri at i on of val ue cr eat ed b y t he effi c i enc y i n t he overh ead cos t  i s  cons i s t ent
with the target’s exploitation - dominant interest in the EMNE acquirer’s home market.
Furt herm o re, m ai nt ai ni n g pos t - a cqui s i t i on m aj ori t y owne rs hi p provi d es  t h e t ar get  wi t h
vot i ng powe r and m ax i m i z ed benefi t s  from  t he gr owt h of t he acqui r ed com pan y.
Results from Essay 2 suggest that EMNE’s non - co nt rol l i ng m i nori t y a cqui s i t i ons
of t ar get s  i n advan ced co unt ri es  i nduce m ore coop erat i ve at t i t ude f rom  acq ui red targets’
ori gi nal  own ers , t op m an agem ent  t eam s  and em pl o ye es  (M adhok & K e yha ni , 2012) t hat
faci l i t at es  a m or e ef fect i v e t rans fe r of t a ci t  knowl e dge (R anft  & Lord, 2002 ), whi ch
EM NE s des per at el y need  from  t hei r acqui red t ar ge t s  for t hei r ex pl orat i on - dom i nan t
i nves t m e nt  i n devel oped econom i es . EM NE s ’ non - cont rol l i ng m i nori t y i nt e res t  aft e r t he
acqui s i t i on i m pl i es t he target’s post - ac qui s i t i on cont rol l i ng m aj ori t y i nt e res t , s ugges t i n g a
hi gh l evel  of com pl em en t ari t y i n EM NE s ’ acqui s i t i on of fi rm s  i n devel ope d econom i es . I
t hus  pos i t
Hypothesis 3: In an EMNE’s partial acquisition of a firm in a developed
economy, the target firm’s post-acquisition control is positively related to post-
acquisition target performance.
Target’s international experience
In an EMNE’s partial acquisition of a firm in a developed country, t he target firm’s
operat i onal  ex peri enc e i n  i nt ernat i onal  m arket (s ) p ri or t o t he acqui s i t i on, ev en when i t  i s
not in the acquirer’s home country or other emerging markets, creates value for t he t ar get
fi rm . From  a DS C M  pers pect i ve, s uch i nt ern at i onal  ex peri ence b ri ng s m or e repe rt oi res  t o
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t he cul t ural  res ou rces  o f t ar get s , from  whi ch t he t a rget s  can s el ect  and com bi ne di fferi n g
pi eces  t o at t ai n t hei r goal s , as  t he y ent er and oper a t e i n t he ac quirers’ home and/or
re gi onal  m ark et s  aft er t h e acqui s i t i on.
The dramaturgy idea outlined in Essay 1 suggests “back - stage” activities prepare
actors for role playing in the “front - stage.” The international experience the target had
before t h e acqui s i t i on pr ovi ded t he t ar get  wi t h an opport uni ty for a “back - stage” rehearsal
t hat  hel ps  bri ng i m prove d perform an ce i n m a n y a reas  of i t s  ope rat i on, as  t he t ar get ent ers
the EMNE acquirer’s home market. Although the EMNE acquirer’s home country may
not  be i ns t i t ut i o nal l y and econom i cal l y s i m i l ar t o t he count ri es  wh ere t he t a rget  oper at ed
pri or t o t he acqui s i t i on, t he res our ces  and cap abi l i t i es  t hat  t he t ar get  was  ab l e t o
accum ul at e i n t hes e coun t ri es  can com e i n handy and be redeployed to their “acti ve
cul t ural  res ou rces” when necessary during the target’s future operation in the acquirer’s
hom e count r y.
Al t hough t hes e p ri or i nt e rnat i onal  oper at i ons might not be held in the acquirer’s
hom e m arket , t he t a r get  e x peri ence i n ex pl oi t i ng i t s  fi rm - s peci fi c advant a ge s  (FS A s )
out s i de i t s  hom e - count r y s et t i ng s houl d s t i l l  prove val uabl e for i t s  pos t - a cqu i s i t i on
ex pl oi t at i on - dominant investment in the EMNE acquirer’s home country. Concrete
ex pl oi t at i on - related benefits from target’s general international operation that can
s om e what  be ex t ended, r epl i cat ed, and/ or redepl o ye d b y t h e t ar get  t o t he s peci fi c EM NE
acquirer’s home market include: economies o f s ca l e and s cope (C aves , 199 6), revenu e
s ource di vers i fi cat i on t o l ower ri s ks  from  revenu e fl uct uat i ons  (Ki m , Hwan g, Bur ge rs ,
199 3), and l ower cos t s  a nd hi gher  rev enues  t hrou gh i ncr eas ed m arket  pow er over
s uppl i ers , di s t ri but ors , and cus t om ers  (Ko gut , 198 5). From  a DS C M  vi ew, t he target’s
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pri or ex peri ence i n v ari o us  di vers e i nt ernat i onal  m arket s  ex pand t he target’s cultural
res ourc e s  and provi d es t he t ar get  wi t h m ore pos s i b i l i t i es  for recom bi nat i on and
reconfi gur at i on of l ocat i o nal - s peci fi c advant a ges  o f t hes e count ri es  (e. g., co unt r y - s p eci fi c
fact or endowm ent s , m ark et  s hare and fam i l i ari t y) wi t h t he res ourc es  of t he EM NE
acquirer’s hom e count r y (e. g., nat ur al  res our ces / ra w m at eri al s , l ow l abor co s t s ) for fut ure
exploitation in the EMNE acquirer’s home market as well as other emerging markets
(Al t af & S hah, 2015;  Lu & B eam i s h, 2004). I t hus  pos i t
Hypothesis 4: In an EMNE’s partial acquisition of a firm in a developed
economy, the target firm’s international experience is positively related to post-
acquisition target performance.
EMNE acquirer’s state-owned status
In EMNE’s partial acquisitions of firms in developed economies, being acquired by a
s t at e - owned EMNE is likely to destroy target firm’s value after the acquisition. From a
DS C M  pers pect i ve, a p ar t i al  acqui s i t i on caus es  t he t wo s oci al  s ys t em s  (i .e. , t he acq ui re r
and t he t ar get ) t o en ga ge i n adapt i ve i nt era ct i on an d col l ect i ve l ea rni ng t o cr eat e a n ew
s hared cul t ur e t hat  wi l l  e x pand t he cul t ural  res our ces  i n ea ch of t he t wo or gani z at i ons .
Thi s  col l ect i ve l earni n g c reat es  v al ue for bot h t he t ar get  fi rm s  and t h ei r EM NE acqui r ers ,
but  i t  requi res  a coop erat i ve at t i t ude from  bot h t he acqui re r and t he t a r get . F or t he t ar get
firm, investment in EMNE’s emerging home market is likely to be more exploitation -
dominant where EMNE’s familiarity with local customers and lo cal  s uppl i ers  of l ow - cos t
product i on fact ors  (e. g., l abor, ra w m at eri al s , ener g y, et c.) a re val u abl e and  coul d provi de
t he t ar get  wi t h s yner gi s t i c benefi t s . How eve r, a s t at e - owned EM NE m a y l a ck t he
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i ncent i ve for a coope rat i ve at t i t ude wi t h i t s  t arget ,  ham p eri n g t he val ue cr e at i on for t he
t arget , es pe ci al l y i n t he p art i al  acqui s i t i on cont ex t  where t he o ri gi nal  t ar get  s harehol ders
s t i l l  ret ai n part i al  owners hi p aft er t he acqui s i t i on.
The s t at e - owned EMNE’s disincentive to wholeheartedly cooperate with its ta rget
primarily stems from the “Principal - Principal” problem (Lien, Piesse, Strange, &
Fi l at ot chev, 2005) wh er e  confl i ct s  of i nt eres t  oc cu r bet ween p ri nci pal  s ha re hol ders  aft e r
t he acqui s i t i on (i .e., t he s t at e - owned EM NE and t he ori gi n al  t ar get  s ha reho l ders ). In
goi n g i nt ernat i onal , t he s t at e - owned EM NE a cqui r er m i ght  be m o re i nt er es t ed i n l es s
concret e non - bus i nes s  ob j ect i ves , rat he r t han i m pr ovi ng fi rm pe rform an ce t hrough
bus i nes s  act i vi t i es  t hat  cr eat e e conom i c val ue, as  t yp i c al l y d em ons t rat ed b y pri vat e s ect or
com pani es . Fo r i ns t ance, m an y s t at e - owned ent erp ri s es  i n em er gi n g e cono m i es  carr y a
m andat e from  t hei r gov er nm ent  t o achi eve econo m i c s ecuri t y goal s  whos e  econom i c
vi abi l i t y o ft en hav e t o be  m eas ured b y s o ci al  ret ur ns  rat her t han p ri vat e r et urns  (C h en &
Young, 2010 ). Ot hers  are  dri ven purel y b y count r y nat i onal i s m  and pri de t hat  do es not
m ake econom i c s ens e at  al l  (C uervo - C az urra, Ink pen, M us acchi o, & R am a s wam y, 2014 ).
S om e s t at e - owned EM N E acqui re rs  wi t h pos t - acq ui s i t i on m aj ori t y s ha res  i n t hei r t ar get s
m i ght  al s o over - explore and end up “milking” the targets by bringing home strategic
res ourc es  whi l e ab andoni ng t hei r acqui r ed t ar get s  i n t he devel oped econom i es  (B ebenrot h
& Hem m e rt , 2013).
The s t at e - own ed s t at us  of t he EM NE m i ght  al s o l ead t o a val u e des t ruct i on  for t he
target when it becomes a source of illegitimacy in the target’s home country. In fact,
s t at e - owned EM N E acqu i rers  m a y be di s c ri m i nat e d agai ns t  b y t he hos t  gov ernm ent  and
society in general. The EMNE’s link to their home governments may be perceived as a
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threat to the hosts’ national security and interests, especially when they acquire firms in
s t rat e gi c i ndus t ri es  s uch as  nat ural  r es ou rc es , ut i l i t i es , i nfras t ruct ur e, and s o fort h
(Gl oberm an & S hapi ro, 2 009), wher e acqui s i t i ons  b y fo rei gn s t at e - o wned fi rm  are oft en
vi ewed as  an i ns t rum ent  of anot her gov ernm ent  ai m i ng t o ex erci s e cont rol  i n t he hos t
count r y econom y (C u e rv o - C az urra, et  al . , 2014). Thi s negat i ve s ent i m ent  coul d es cal at e
and might disrupt target firms’ relationships with their existing suppliers and customers
i n t hei r hom e count ri es .
EMNE’s state - own ed s t a t us  coul d al s o be det ri m e nt al  t o pos t - acqui s i t i on t arget
perform an ce du e to the EMNE’s lack of good governance and accounting t rans par enc y
(J or y & N go, 2014) , making adaptive interaction and collective learning on the acquirer’s
hom e m arket  r at her ch al l engi n g. T radi t i onal l y, s t a t e - owned ent erpri s es  h av e been vi e wed
as  i neffi c i ent , bu reau crat i c or gani z at i ons  t hat  s t rat egi cal l y m i s m ana ge t hei r  res ourc es
(M e ggi ns on & N et t er, 20 01;  Arocena & Ol i veros , 2 012), wher e pos t - acqui s i t i on val ue -
des t uct i ve i nt erfe renc e fr om  gover nm ent  pat rons  c an be fr equent  (U hl enbru ck & d e
C as t ro, 2000). M oreove r,  s t at e - owned ent erpri s es  are oft en as s oci at ed wi t h a l ack of
account i n g t rans p aren c y,  chara ct eri z ed b y wi ndo w dres s i n g and unr el i abl e dat a (J or y &
Ngo 2014). While the target firm’s collective learning activity on the EMNE acquirer’s
hom e m arket  i s ex pl oi t at ion - dom i nant  rat her t han ex pl orat i on - dom i nant , i nvol vi ng m ore
codi fi ed rat h er t han t a ci t  knowl edge, t he ad apt i ve i nt eract i on rem ai ns  chal l engi n g i n t he
abs ence o f good gove rna nce and account i n g t rans parenc y wi t hi n t he s t at e - owned EM NE
acquirer’s or gani z at i on.
S om e res ear ch has ar gue d t hat  EM NE s wi t h s t rong conn ect i on t o t hei r ho m e
count r y governm ent s c re at e val ue fo r t hei r t ar get s  bas ed on t he fol l owi n g r eas ons . Fi rs t ,
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s t at e - owned EM N E s ar e m ore l i kel y t o pa y hi gh er  acqui s i t i on prem i um s , es peci al l y i n
ex pl orat i on - ori ent ed acq ui s i t i ons  s uch as  i n t hei r part i al  acqui s i t i ons  of t ar get s  i n
advanc ed econom i es  (B a s s  & C hakrab arb art y, 20 14). S econd, t he host country’s
i ns t i t ut i onal  voi d i s  s om et hi ng t hat  t ar get  fi rm s  fro m  advanced econom i es  f ace i n
em e r gi n g m ark et s  (Khan na & P al epu, 1997 ), and t herefor e, s hari n g o wners hi p wi t h a
s t at e - owned o r governm e nt - rel at ed EM NE can red uce s om e of t he ri s k and uncert ai nt i es
as s oci at ed wi t h t he i ns t i t ut i onal  voi d (Okhm at ovs ki y, 2010) b y provi di n g t he t ar get  fi rm s
wi th opportunities for influencing regulatory policies in acquirers’ home markets
( Hi l l m an, Kei m , & S chul er, 2004), enhancing firms’ l egi t i m ac y (B aum  & O l i ver, 1991),
benefi t i ng from  pr efe rent i al  t reat m ent  ( Fi s m an, 2001;  J ohns on and M i tt on, 2003), and
from  r ec ei vi ng ex cl us i ve i nform at i on re ga rdi ng s t a t e pol i ci es  ( Les t er, Hi l l m an,
Za rdkoohi , & C ann el l a, 2008).
Thi rd, bei ng acqui r ed b y a s t at e - owned EMNE may facilitate targets’ access to
val uabl e res ou rces  cont ro l l ed b y t he s t at e (Xi n & P earc e, 1996), whi ch i n cl u de uni que
as s et s  t hat  t he gov ernm e nt  i s  rel uct ant  t o pri vat i z e s uch as  com m uni cat i on and
t rans port at i on net works , nat ural  res ou rce s , and s o fort h (Okhm at ovs ki y, 20 10). Fi nal l y, i n
m an y d evel opi n g count ri es , s t at e - owne d ent erp ri s es  act  as  l a r ge cus t om e rs t hat  purchas e
product s  and s ervi ces  f ro m  pri vat el y own ed bus i n es s es  (Toni nel l i , 2000). Nonet hel es s , I
ar gue t hat  ove ral l  i n t he l ong - run t hes e pot ent i al  s t at e - owne rs hi p advant a ge s  wi l l  be m ore
than offset by the costs that came from the acquirer’s less cooperative attitude, acquirer’s
lack of legitimacy in host advanced market, and acquirer’s lack of transparency and good
gove rnanc e, as  pr evi ous l y di s cus s ed.  I t hus  pos i t
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Hypothesis 5: In an EMNE’s partial acquisition of a firm in a developed
economy, the acquirer’s state-owned or government-elated status is negatively
related to post-acquisition target performance
Industry relatedness
In EM NE s ’ pa rt i al  acqui s i t i ons  of fi rm s  i n devel oped econom i es , t he rel at e dnes s  bet ween
the acquirer’s industry and the target’s industry positively influences post - a cqui s i t i on
t arget  per form an ce. R el at ed acqui s i t i ons  are as s oci at ed wi t h enhan ced e con om i es  of
s cal e, e conom i es , s cope and m arket  pow er ( Dut z , 1989;  C apron , Dus s au ge , & M i t chel l ,
1998), whi l e unrel at ed ac qui s i t i on s  are known t o generat e di vers e n ew r es o urces  t hat
al l ow i nvol ved fi rm s  t o acces s  rout i nes  t hat  can i m prove pos t - acqui s i t i on perform an ce
t hrough a hi gh er l ev el  of s yne r gi es  am on g r es ourc es  (M oros i ni , S hane, & S i ngh, 1998).
Unlike EMNE’s investment in advan c ed econom i es  t hat  are l i kel y t o be ex pl orat i on -
dom i nant  chara ct eri z ed b y a s t r at e gi c - as s et - seeking motive, the target firms’ interest in
their acquirer’s home markets are likely to be explo i t at i on - dom i nant  charac t eri z ed b y a
m arket - s e eki ng m ot i ve, whi ch i s  al s o m ore com p at i bl e wi t h rel at ed a cqui s i t i ons  and has
t he pot ent i al  t o creat e val ue for t he t a r get s .
For i ns t anc e, EM NE a cq ui rer and t a r get  i n a dev e l oped econom y t hat  a r e
operat i n g i n t he s am e i nd us t ri es  m a y s h are a s i m i l ar corpo rat e cul t ure and m an a gem ent
s t yl es , whi ch i n t urn m a y hel p t he t ar get  i n r ecom bi ni ng t hei r r es ourc es  wi t h t hos e of t he
acqui re r t o achi ev e econ om i es  of s cal e and econo m i es  of s cope, and reap t he benefi t s
from  vert i cal  i nt e grat i on and ex panded m arket  po wer t hrou gh r educ ed pos t - acqui s i t i on
confl i ct s  and fri ct i ons  (C hat t erj ee, Lub at ki n, S chwei ger, & W eber, 1992;  Dat t a et  al .,
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1992). W hi l e unrel at ed a cqui s i t i on m a y gene rat e benefi t s  t o ex pl orat i on - dom i nant
learning, in target’s exploitation - dom i nant  l earni ng, t hes e b ene fi t s  are l i kel y t o be
out wei gh ed b y t he gai ns  from  rel at ed acqui s i t i ons  (Buckl e y et  al , 2010;  S i ngh &
M ont gom er y, 1987;  R am as wam y, 1997). I t hus  po s i t
Hypothesis 6: In an EMNE’s partial acquisition of a firm in a developed
economy, the industry relatedness between the acquirer and the target firm is
positively related to post-acquisition target performance.
Moderation effects
In EMNE’s partial acquisition of a firm in a developed economy, the target firm’s prior
ex peri ence i n i nt ernat i on al  m arket s  ot her t han acq ui r er’s home market prior can help
at t enuat e t he ne gat i ve e ff ect  t hat  t he cul t ural  di s t a nce m a y ex ert  on pos t - a c qui s i t i on t arget
perform an ce. Th e ne gat i ve eff ect i ve eff ect  of cul t ural  di s t ance (C D ) on po s t - acqui s i t i on
t arget  per form an ce i s  wel l - es t abl i s hed (e . g., Buon o, Bowdi t ch, & Lewi s  19 85;  J em i s on &
S i t ki n, 1986;  Dat t a, 1991;  C hat t erj ee et  al ., 1992;  C art wri ght  and C ooper, 1 993;
Berk em a, Bel l , & P enni n gs , 1996;  W eber, S henk a r, & R av eh, 1996;  Kru g & He gart y,
2001). The ne gat i ve ef fe ct  of C D on pos t - acqui s i t i on t arget  perfo rm anc e pr i m ari l y s t em s
from  poor com m uni cat i o n qual i t y and l a ck of m ut ual  t rus t  bet ween t he t ar get  and t he
acqui re r, whi ch m ak es  co l l ect i ve l earni n g m ore di f fi cul t  and i m pedes t he po s t - acqui s i t i on
i nt egr at i on proce s s  ( Li , Li , & W ang, 2016 ). Al t hough high CD between target’s and
acquirer’s hom e count ri e s  m a y provi d e pot ent i al  l earni n g - r el at ed b enefi t s  s uch as  m ore
rout i nes  and rep ert oi res  t hat  can l e ad t o m ore cr ea t i ve deci s i on - m aki n g and  probl em -
s ol vi ng  (M oros i ni , et  al .,  1998;  R eus  & Lam on t , 2 009), t hes e ben efi t s  are m ore rel ev ant
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i n ex pl orat i on - dom i nant  vent ures  and are l es s  us ef ul  i n t he ex pl oi t ati on - dom i nant  i nt eres t
t hat  fi rm s from  devel ope d econom i es  have i n their EMNE acquirers’ home markets,
where t he t ar get s  a re pri m ari l y l ooki n g t o ex pl oi t ex i s t i ng fi rm - s peci fi c ad vant a ges .
As discussed earlier, from a DSCM perspective, target firms’ international
ex peri ence bri n g m or e re pert oi res  t o t he cul t ur al  r es ources  o f t ar get s , even when t hi s
i nt ernat i onal  ex peri ence was  not  obt ai ned i n t he EMNE acquirer’s home country. The
l arger t he cul t ural  res ou r ces , t he m ore di v ers e t he cul t ural  el em ent s  a re, an d t hat  i m pl i es  a
larger target firms’ collective learning capacity, as th ere i s  a hi gher p robabi l i t y for on e or
m ore of t he cul t ur al  el em ent s within the target firms’ cultural resources to be
complementary with those of the EMNE acquirer’s cultural resourc es , m aki ng i t  m ore
l i kel y for s u cces s ful  col l ect i ve l ea rni ng b et we en t he EM NE acq ui rer and t he t ar get  fi rm .
For ex am pl e, i f a U.S . t ar get  fi rm had an i nt ern at i onal  ex peri ence s om e wher e el s e be fore
bei ng acqui red b y a C hi nes e EM NE, ev en i f t hat  e x peri ence was  i n anot h er devel oped
count r y, t h at  ex peri enc e wi l l  s t i l l  be hel pful  for t he t ar get  i n i t s  fut ure col l ect i ve l earni n g
wi t h i t s  C hi nes e part n er t o produce ne w s har ed cul t ure, s i nce t he pro ces s  of rol e
redefi ni t i ons  and rol e pl a yi n g wi t hi n t he U.S , fi rm  wi l l  be l es s  chal l en gi n g an d m ore
t i m e - effi ci ent  t han i f i t  h ad no previ ous  i nt ernat i o nal  ex peri ence at  al l .
Target firms’ larger collective l earni n g c apa ci t y m a y t h en offs et  t he i ni t i al
negat i ve ef fe ct  of t he C D  on pos t - acqui s i t i on t arge t  perform an ce. As  t he p ar t i al l y
acqui red t a r get  fi rm co nt i nue s t o i nt eract  ad apt i vel y wi t h i t s  EM NE part ne r and t he
EMNE’s home market, the CD actually experi en c ed b y t h e t ar get  i s  ex pect ed t o decr eas e,
becaus e t h e col l ect i ve l ea rni ng bet ween t he t wo o r gani z at i ons  wi l l  l ead t o growi ng s h ared
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cul t ural  res our ces  ove r t i m e, and wi l l  furt her o ffs e t  t he negat i ve ef fect  o f C D on pos t -
acqui s i t i on t arget  per for m ance. I t hus  pos i t
Hypothesis 7a: In an EMNE’s partial acquisition of a firm in a developed
economy, the cultural distance between the target home and the acquirer’s home
countries is negatively related to post-acquisition target performance.
Hypothesis 7b: In an EMNE’s partial acquisition of a firm in a developed
economy, the target firm’s international experience prior to the acquisition
positively moderates the negative effect of the cultural distance between the target
and the acquirer’s home countries on post-acquisition target performance.
B y cont r as t , t he ne gat i ve effe ct  of cul t ur al  di s t ance  on pos t - acqui s i t i on t arge t
perform an ce coul d be am pl i fi ed when t he a cqui rer  i s  a s t at e - owned EM NE.  W hi l e t he
DS C M  pers pect i ve s u gge s t s  t hat  over t i m e t he cul t ural  di s t ance t he t ar get  f a ces  i n t he
acquirer’s home country can be somewhat mitigated through continuous adaptive
i nt eract i on and col l e ct i ve  l earni n g proc es s es bet w een t he t ar get  and i t s  acq ui rer, t he
col l ect i ve l ea rni ng p roce s s  i t s el f requi res  a cooper at i ve at t i t ude from  bot h t he acqui r er
and t he t ar get . As  ar gued  earl i er, ho weve r, s t at e - o wned EM NE a cqui re rs  m a y h ave a
l i m i t ed i ncent i ve t o enga ge i n a coope rat i ve at t i t u de, due t o t hei r con fl i ct  of i nt eres t s  wi t h
ori gi nal  t a r get  s har ehol de rs  (e. g., non - bus i nes s obj ect i ves , nat i on al  pri de an d
prot ect i oni s m , et c. ).
C ooperat i on coul d al s o b ecom e m ore chal l en gi n g becaus e m an y s t at e - own e d
EM NE acqui r ers  do not  pos s es s  good gove rnan ce  and t rans par enc y. S i m i l arl y, s t at e -
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owned EMNE acquirers’ potential lack of legitimacy in targets’ home countries may
affect targets’ capabilities to exploit their firm - s pe ci fi c advant a ges  i n t he E M NE
acquirers’ home countries, as the acquirer’s lack of legitimacy may lead to negatively
altered or even disrupted target firms’ supply chain s ys t em s  i n t hei r hom e c ount ri es  (e. g.,
s uppl i ers , cus t om ers , re gul at ors , et c.), m aki n g col l ect i ve l ea rni ng l es s  ri ch a nd m ore
chal l en gi n g. The r educ ed  col l ect i ve l ea rni ng cap ac i t y m a y t hen a ggravat e t he i ni t i al
negat i ve ef fe ct  of C D on pos t - acqui s i t i on t ar get  pe rform anc e. As  t he p art i al l y a cqui red
t arget  fi rm  cont i nues  t o i nt eract  wi t h i t s  s t at e - own ed EM NE part n er, t he C D act ual l y
ex peri enced b y t he t a r get  fi rm  i s  ex pect ed t o wors en, bec aus e t he i m peded col l ect i ve
l earni n g wi l l  ham per t he gro wt h of s har ed c ul t ural  res ourc es  over t i m e and furt her
wors en t he ne gat i ve ef fe ct  of C D on pos t - acqui s i t i on t arget  perfo rm anc e. I t hus  pos i t
Hypothesis 7c: In an EMNE’s partial acquisition of a firm in a developed
economy, the acquirer’s state-owned or government-related status negatively
moderates the negative effect of the cultural distance between the target and the
acquirer’s home countries on post-acquisition target performance.
METHODS AND DATA
Analytical model
M y t es t abl e h ypot h es es  a re rep res ent ed b y t he di a gr am s i n Fi gure 1 2 . I ut i l i z ed t he event
s t ud y m et hod ( M cW i l l i am s  & S i egel , 1997) t o t es t  H ypot hes i s  1 and appl i e d t he ordi nar y
l eas t  s quares  ( O LS ) re gre s s i on m et hod for t es t i ng t he res t  of t he h ypot hes es .  The us e of
t he O LS  t e chni que for a cros s - s e ct i onal  ex am i nat i on of val ue c reat i on s our ces  i s
s t rai ght fo rwar d and cons i s t ent  wi t h a num ber of r e cent  s t udi es  rel at ed t o ac qui s i t i on
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perform an ce (e. g., Bha ga t , M al hot ra, & Zhu, 2011 ;  Gaur, M al hot ra, & Zhu,  2013;  Ni ng,
Kuo, S t range, & W ang, 2 014).
Fi gu re 12 . An al yt i c al  m odel
        H2: (+)
  H3: (+)
H4: (+)
H5: (-)
 H6: (+)
        H7a: (-)
H1:
Post-acquisition Target Performance
Target's prior absence in acquirer's
home market
Target's post acqusition control
Target's intenational experience
EMNE Acquirer's state-owned
status
Industry relatedness
Cultural distance
Post-acquisition Target
Performance
Target's intenational experience
H7b: (+)
EMNE Acquirer's state-owned status
H7c: (-)
Cultural distance
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Sample and data collection
To t es t  t he h ypot hes es , I col l ect ed f rom  Thom s on One M & A dat ab as e a s a m pl e of 193
com pl et ed cros s - bo rder p art i al  acqui s i t i ons  of publ i cl y l i s t ed t ar get  fi rm s  i n t he Uni t ed
S t at es  and C anada b y fi r m s  from  fi ft een m aj or e m ergi n g econom i es 8 from  J anuar y 1,
2000 t o Decem be r 31, 20 15. A part i al  acqui s i t i on i s  defi n ed as  a n acqui s i t i on where t he
acqui re r hol ds  l es s  t han 100 percent  ow ners hi p of t he t ar get  fi rm  aft er t h e ac qui s i t i on. I
confine my analysis to target firms from North America because it is the world’s region
where EMNE’s acquisitions in high - i ncom e econ o m i es  have m os t l y oc cur red. B es i des ,
t he U.S . and C anadi an m arket s  for corpor at e cont r ol  are r el at i vel y h om oge nous , whi ch i s
particularly important, since this study focuses on the targets’ event - i nduc e d s t ock m arket
react i on, and t h ere fore p ot ent i al  di ffer en ces  i n m a rket  effi ci enc y char act e ri s t i cs  acros s
count ri es  m us t  reas onabl y be cont rol l ed for. M o re over, t he ye ar 2000 i s  s el ect ed as  t he
s t art  of t he s am pl e pe ri od becaus e t h at  was  t he app rox i m at e t i m e when EM NE s be gan t o
aggres s i vel y a cqui re fi rm s  i n dev el oped econom i e s . M os t  em ergi n g econo m i es  s t art ed t o
dere gul at e t h ei r econom i es  around t he earl y 1990s  (Bha gat , et  al ., 2011), w hi ch ar guabl y
provi ded an i m pet us  for t hos e econom i es  t o en ga ge i n out ward gr eenfi el d a nd acqui s i t i on
FD I a dec ade l at e r.
The da t a on i nt ern at i onal  acqui s i t i ons  t hat  were ob t ai ned from  Thom s o n On e
M &A dat abas e al s o i ncl ude bas i c i nform at i on on d eal cha ract eri s t i cs , and fi nanci al  and
i ns t i t ut i onal  charact eri s t i cs  of t he a cqui rer and t he t arget ’s . The event  s t ud y m et hod
requi res  s t ock p ri ce dat a for t he t ar get  fi rm s  aroun d acqui s i t i on announcem ent  dat es , s o I
ret ri eved t h e s t ock pri c e dat a from  D at as t re am  dat abas e. I  al s o col l ect ed ad di t i onal  t arget
8 T he  fifte e n ma j o r  e me r gi ng e c o no mie s a r e  B r a z il,  Ru ssia ,  I nd ia ,  Ch ina  ( i nc lud i n g H o n g K o ng) ,  So ut h
A fr ic a ,  M e xic o ,  I nd o ne sia ,  T ur ke y,  Co lo mb ia ,  V ie tna m,  E g y p t, M a la ysia ,  T ha ila nd ,  a nd  t h e  P hilip p ine s.
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fi nanci al  dat a from  t he M er gent  Onl i ne dat abas e a nd com pan y annual  r epor t s . C ount r y -
l evel  cul t ural  di s t ance (C D) dat a a re f rom dat as et s  provi ded b y B err y, Gui l l en and Zhou
(2010). S i nce t hei r C D d at a ar e d ynam i c ye arl y d at a, I pe rform ed a l i near ex t rapol at i on t o
fi l l  m i s s i ng val ues , part i c ul arl y for t h e f ew l at e r ye ar obs erv at i ons .
I ex cl uded from  t he i ni t i al  s am pl e obs ervat i ons  t ha t  cont ai n U.S . or C anadi a n
t arget  fi rm s  wi t h m at eri al  news  rel e as es  (un rel at ed  t o t he acqui s i t i on act i vi t y)  around t he
announcem ent  t i m e t o be t t er i s ol at e t he eff ect  of t he acqui s i t i on on t he t ar get  s t ock pri ces .
I us ed t he announ cem ent  dat e of t he de al  as  t he cut - off dat e for t he event , w hi ch i s  an
i m port ant  el em ent  of an y event  s t ud y. Thi s  dat e i s  t he dat e t hat  a bi d annou ncem ent ﬁrst
appears  i n el ect roni c d at a bas es . Aft e r cl e ani ng for m i s s i ng or i ncom pl et e s t ock pri ce and
fi nanci al  dat a, i n accu rat e  ent ri es , and ent r y dupl i c at i ons , I obt ai n ed a fi nal  s am pl e s i z e of
167 obs ervat i ons .
In t he fi nal  s am pl e , 56.9 percent  (95) of t he t ar get s  were C an adi an fi rm s  an d 43.1
percent (72) were U.S. firms. It involved eleven acquirers’ country of origins. Around
52.1 percent  (87) of acqu i rers  we re f rom  C hi na (i ncl udi ng Hon g Kon g) , fol l owed b y 12
percent  (20) from  M ex i co, 11.4 percent  (19) f rom  Indi a, 9 per cent  (15) fro m  R us s i a, 4.8
per cent  (8) from  Br az i l , 4.8 percent  (8) from  S out h Afri ca, and 5.9 pe rcent  (10) from
C ol om bi a, M al a ys i a, Ni geri a, t he P hi l i ppi nes  and Turke y, col l e ct i vel y. Ab out  55.7
percent  (93) of t he d eal s  i nvol ved t arget s  i n t he en er g y and r es ourc e i ndus t r y,  22.8
percen t  (38) i n t he m anuf act uri n g i ndus t r y, 19.2 p ercent  (32) i n t he s ervi ce i ndus t r y, and
2.4 percent  (4) i n t he fi na nci al  i ndus t r y. A round 2 4 percent  (40) of t he acq ui red t ar get s
were fi rm s  i n hi gh - t e chn ol og y i ndus t ri es . 48.5 per cent  (81) of t h e acqui rers  were
publ i cl y - l i s t ed fi rm s , whi l e 51.5 perc ent  (86) w ere  pri vat e fi rm s .  About  70. 7 percent
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(118) of a cqui s i t i on deal s  were p ri vat el y ne got i at e d purchas e s , as  oppos ed t o t ender off er
purchas e s .
Measures
Dependent variable: target cumulative abnormal returns
P os t - acqui s i t i on t arget  p e rform anc e i s  rep res ent ed b y t ar get  cum ul at i ve abn orm al  ret urns
(C AR ) s urroundi n g t he p ubl i c announcem ent  of t h e acqui s i t i on, m eas ured b y ut i l i z i ng t he
event  s t ud y m et hod (B ro wn & W arne r, 1985). I e s t i m at ed t he t ar get  C AR  for ea ch
t rans act i on. The event  s t ud y m et hod as s um es  t hat  t he m arket  i s  ef fi ci ent  an d, on bal ance,
can a ccur at el y di s cern t h e val ue of t he announc ed  t rans act i on. Thi s  appro a ch has
em er ged as  a popul ar m e t hod for val ui ng t h e ef fec t s  of vari ous  unant i ci pat e d
eco nom i cal l y rel evant  fa ct ors  i n t he m arket  fo r co rporat e cont rol  (e. g., C av es , 1989;
Des ai , Krol l , & W ri ght , 2005;  Lubat ki n & S hri ev es , 1986;  W ri ght , Fe rri s , Hi l l er, &
Krol l , 1995).
To cons t ruct  C AR  for e a ch t ar get  fi rm , I fi rs t  cal c ul at ed dai l y abnorm al  r et urns  for
each t a r get  fi rm j duri n g vari ous  event  wi ndows  b et ween t o (i .e., t wo da ys  before
and aft e r t he announ cem ent  dat e) b y us i n g t he m a rket  ret urn m odel  (B row n & W erne r,
1985), as  fol l ows :
, = , − ∝ + × , ,
where , i s  t he abnorm al  r e t urn, , is the target firm’s daily stock return, and , i s
t he dai l y s t ock m a rket  r et urn (for t he m arket  on w hi ch t he t ar get  fi rm  i s  l i s t ed). A s hort
event  wi ndow c an capt ur e t he s i gni fi cant  ef fect  o f  an event  m ore eff ect i vel y. D ann,
M a ye rs , and R a ab (1977)  dem ons t rat ed t hat  t rans m i s s i on of i nform at i on can be ver y
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qu i ck i n t he capi t al  m ark et . A s t ock pri ce can ful l y adj us t  wi t hi n fi ft een m i nut es  of t he
rel eas e of fi rm - s p eci fi c i nform at i on. In fa ct , a l on ge r event  wi ndo w i m pl i es  a hi ghe r ri s k
for a cont am i nat i on from  confoundi n g event s . The  param et e rs and i n t he m arket
ret urn m odel  we re es t i m a t ed bas ed on a 200 - da y e s t i m at i on wi ndow before  t he
announcem ent  d at e, whi c h i s  cons i s t en t with McWilliams and Siegel’s (199 7) s ugges t i on.
I t hen s um m ed t h e dai l y abnorm al  ret urns  t o m e as ure t he C AR  of t he t ar get  fi rm
for vari ous  l en gt hs  of eve nt  wi ndow duri ng t he fi ve - da y pe ri od s urroundi n g t he
acqui s i t i on announcem en t  t o account  for pot ent i al  l eaka ge o r s l ow t rans m i s s i on of
i nfo rm at i on (M cW i l l i ams  & S i e gel , 1997). In t he re gres s i on fo r t he c ros s - s ect i onal
ex am i nat i on of t he val ue creat i on s our ces , I us ed a  1 - da y (0, +1 ) ev ent  wi ndow, i n whi ch
t he t ar get  C AR  was  c al cu l at ed b y us i n g t he fol l owi ng fo rm ul a:
= ,
G i ven t he cros s - border nature of the announcement in EMNE’s acquisitions of targets in
devel oped e conom i es  an d t he rel at i vel y ef fi ci ent  Nort h Am eri c an capi t al  m arket s , i t  i s
ar guabl y r eas onabl e t o us e t he 1 - da y (0, 1) ev ent  wi ndow for t he t a r get  C AR  i n m y
r e gres s i on m odel . A v er y s hort  event  wi ndow i s  i ndeed re com m ended t o av oi d pot ent i al
confoundi n g ef fect s  f rom  ot her event s  (M i t ch el l  & Net t er, 1989). Ho weve r, I al s o che cked
for robus t nes s  of t he res u l t s  b y t es t i ng ot he r C AR s  wi t h vari ous  l engt hs  of e vent  wi ndow s
wi t hi n t he fi ve – da y peri o d as  t he depend ent  vari ab l e. The us e of a ﬁve - da y peri od
s urroundi ng t h e acqui s i t i on announcem ent  i s  cons i s t ent  wi t h ot her s t udi es  i n t hi s area
(e. g., Ful l e r, Net t er, & S t egem ol l er, 2002;  M as ul i s , W ang, & Xi e, 2009). D ai l y s t ock
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market return and targets’ return data for estimating market parameters and calculating
t he t ar get  C AR  wer e al l  obt ai ned from  Dat as t rea m  dat abas e.
Independent variables
Target prior presence in the acquirer’s home market i s  a bi nar y v ari abl e, c oded 1, i f t he
target or its ultimate parent had no subsidiary operation in the acquirer’s home market
before the acquisition announcement. Information about target subsidiaries’ geographic
locations was provided by target company’s annu al  report  fo r t he ye ar be f ore t he
acqui s i t i ons  was  announc ed.
Target post-acquisition control i s  a bi nar y va ri abl e, coded 1, i f t he t ar get  o ri gi nal
s harehol ders  ret ai ned gre at er t han 50 pe rc ent  (cont rol l i ng m aj ori t y) owne rs hi p aft er t he
acqui s i t i on i s  com pl et ed. In form at i on about  pos t - a cqui s i t i on t arget  own ers h i p was
avai l abl e i n Thom s on On e M &A d at abas e.
Target international experience i s  a bi nar y v ari abl e, coded 1, i f b efor e an
acqui s i t i on t he t ar get  fi r m  had operat i onal  ex peri ence i n i nt ern at i ona l  m ar ket s  ot her t han
its acquirer’s home country or regional markets. Information about international
experience was available in target company’s annual report for the year before the
acqui s i t i on was  announc ed.
EMNE acquirer’s state-owned status i s  a bi n ar y v ari abl e t hat  has  a val ue o f 1 i f
an EM NE acq ui rer and/ or i t s  ul t i m at e parent  was  f ul l y or pa rt i al l y own ed b y i t s  hom e
count r y governm ent . In f orm at i on on s t at e - owned s t at us  was  gi v en i n Thom s on One
M &A dat abas e.
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Industry relatedness i s  a bi nar y v ari abl e, coded 1, i f t he t ar get  fi rm  op erat e d i n t he
same industry as the acquirer or the acquirer’s ultimate parent company. The industry
classification is based on Thomson Reuters’ 85 mid - l evel  i ndus t r y cat e go ri e s  and was
avai l abl e i n Thom s on On e M &A d at aba s e.
Cultural distance i s  a co nt i nuous  vari abl e t hat  rep res ent s  t he di ff eren ce of cul t ural
index scores between he target’s home country and the acquirer’s home country, which
was  com put ed us i n g t he M ahal anobi s  di s t ance for m ul a (1936). The count r y - l ev el  cul t ural
di s t ance i ndex  d at a are  yearl y dat a whi ch we re ob t ai ned from  B err y et  al . ( 2010). The y
were d eri ved f rom  t he l o ngi t udi nal  W orl d Val ues  S urve y (W VS ) ques t i ons  t hat  m eas ure
four different dimensions of culture parallel to Hofstede’s original dimensions of culture,
nam el y po wer di s t an ce, u ncert ai nt y avoi dan ce, i nd i vi dual i s m , and m as cul i ni t y (1980). I
perform ed a l i nea r ex t rapol at i on t o obt ai n s cores  f or m i s s i ng val ues  i n t he l as t  few ye ars
of t he obs ervat i on pe ri od .
Control variables
Bas ed on ex t ant  l i t erat ure i n pos t - acqui s i t i on t ar get  perform ance, I i ncl ude d s everal
cont rol  vari abl es , for t he y a re l i kel y t o have eff ect s  on pos t - acqui s i t i on t arget
performance. First, there were three control variables for target firms’ characteristics .
Target’s prior performance represents target firm’s return on asset s (i n p erc ent a ge) for
t he 3 - ye a r peri od pri or t o  t he acqui s i t i on announce m ent  (Akhi gb e, M adur a, & S penc er,
2004). Target’s firm size refe r s  t o t he target firm’s total asset s (i n m i l l i on U .S . dol l ars ) i n
t he ye ar p ri or t o t he acqu i s i t i on announcem ent  ye a r (Akhi gbe, M a rt i n & W h yt e, 2007 ).
Target’s prior regional presence was  a bi n ar y va ri abl e, whi ch w as  coded 1 i f t he t ar get
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firm or the target’s ultimate parent had no subsidiary operation in the acquirer’s regional
market (other than the acquirer’s own home market) prior to the acquisition
announcem ent  ye ar (Dan bol t  & M aci ve r, 2012).
S econd, t here wer e t wo c ont rol  vari abl es  f or t h e acquirers’ characteristics.
Acquirer’s target pre-ownership repres ent s t he acquirer’s shareholding of the target firm
pri or t o t he acqui s i t i on, whi ch was  cod ed 1 i f t he acqui re r had s ha res  of t h e t ar get  fi rm
pri or t o t he acqui s i t i on a nnouncem ent .  ( Akhi gbe et  al ., 2004;  Danbol t , 2004). Acquirer’s
sought shares refe rs  t o t he perc ent a ge o f t he target firm’s total shares that were sought by
t he acqui re r i n t he acq ui s i t i on (Am oako - Adu & S m i t h, 1993).
Thi rd, I i n cl uded t wo de a l - s peci fi c cont rol  vari abl es . Acquisition method i s  a
di chot om ous  vari abl e, w hi ch was  code d 1 i f an a c qui s i t i on was  pri vat el y n egot i at ed (or
bl ock - purch as ed), as  opp os ed t o a t ender o ffe r (A m oako - Adu & S m i t h, 1993). Attitude
was  oper at i onal i z ed us i ng a dum m y va ri abl e, whi ch was  cod ed 1 i f an acq ui s i t i on
i nvol ved bot h fri endl y ac qui rer and t a r get  (C hen & C ornu, 2002;  S chwe rt , 2000).
Fourt h, I cont rol l ed for t hree i ndus t r y - l ev el  vari a bl es . Target industry dummies
are dummy variables to capture the effect of target firms’ industries on p os t - acqui s i t i on
t arget  val ue cre at i on, whi l e Acquirer industry dummies are dum m y va ri abl e s  t o account
for the effect of acquirer’s industries on post - acqui s i t i on t arget  val u e cr eat i o n.  Thom s on
Reuters’ industry group classification was used to define whet h er fi rm s  ope rat ed i n
m anufact uri n g, fi n ance, e ner g y and nat u ral  res ou rc es , or t he s ervi ce i ndus t r y (C eb eno yan,
P apai oannou, & T avl os , 1992, Danbol t  & M a ci ve r, 2012) . High-technology target was  a
bi nar y v ari abl e, whi ch w as  coded 1 i f t he t ar get fi rm  was  i n t he hi gh - t echn ol og y i ndus t r y,
based on Thomson Reuters’ 3 - di gi t  cl as s i fi cat i on ( Graebn er, 2004).
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Tabl e 6 . Va ri abl e de fi ni t i ons  and dat a s our ces
V ar i ab l e Defi n i t i o n S o u r ce
Dep en d en t  var i ab l e
Ta rget c u mu la t i ve a b n orma l
ret u rn  (C AR )
Ta rget ’s c u mu la ti ve d ai ly a b n orma l log ret u rn  over a 1 - d a y (0 ,  0 ), 2 - d a y
(0 , + 1 ), 3 - d a y ( - 1 , + 1 ), or 5 - d a y ( - 2 , + 2 )  even t  wi nd ow, c a lc u lat ed
u sin g th e even t  stud y met h od  b a sed  on  th e ma rk et  ret u rn  mod el
(B rown  & W e rn er,  1 985 ) wi t h pa ra met er est i ma t es ob ta in ed  b ased  on
a n  OLS reg ressi on  wi t h a 200 - da y est i ma ti on  wi nd ow.
Th omson  On e,
Da t a st rea m
I n d ep en d e n t var i ab l es
Target’s prior presence in acquirer’s
h ome ma rk et
If target or target ultimate parent’s had no subsidiary operation in the
acquirer’s home market prior to the acquisition announcement year,
i t  wa s c od ed  1 ; ot h erwi se 0 .
C omp an y An n u a l R ep ort s
Target’s post - a c q u i si t i on  c on t rol If t a rget  ori gi n a l sha reh old ers ret a i n ed grea t er t h an  5 0%  (ma j orit y)
own e rsh i p a ft er th e a cqu i si ti on , it  wa s c od ed  1;  oth erwi se 0 .
Th omson  On e
Target’s In t ern a t i on a l exp eri en c e If t a rge t or target ultimate parent’s had international operation in
countr(ies) other than the acquirer’s home country or region prior to
t h e ac qui sit i on an n ou nc emen t  yea r,  i t  wa s c od ed  1;  oth erwi se 0 .
C omp an y An n u a l R ep ort s
Acquirer’s state- own ed  st a t u s If t h e a c qu i rer or a cqu i rer u lti mat e p a ren t  wa s fu lly o r p a rti a lly o wn ed
by home country’s government, it was coded 1; otherwise 0.
Th omson  On e
In d u st ry rela t ed n ess If t a rget  or t arget ultimate parent’s operate d  in  th e sa me i ndu st ry a s th e
a c qui rer or a c qu i rer ultimate parent (based on Thomson Reuters’ 85
mi d - level i n d u st ry c la ssi fi ca ti on s),  i t wa s c od ed  1;  oth erwi se 0 .
Th omson  On e
C u lt u ra l d i st a n c e C oun t ry - l ev el M a h a la n obi s cu ltu ra l dist an c e ind ex,  d eri ved  from Wor ld
Va lu es Su rve y (WVS) q u est i ons f or fou r Hofstede (1980)’s original
c u ltu ra l di men si on s.
B err y ,  Gu i llen  a n d Zh ou  (2 010 )
C o n t r o l  var i ab l es
Target’s prior performance Ta rget ’s return on asset for t h e 3 - yea r p eri od p ri or t o t h e a c q u i si t i on
a n n ou n c emen t  yea r i n  %
M ergen t  On li n e
Target’s firm size Target’s total asset in the year prior to the acquisition announcement
yea r (i n  mi lli on  US$ )
Th omson  On e
Target’s prior regional  presence If target or target ultimate parent’s had no subsidiary operation in the
acquirer’s regional ma rk et  (ot h er t h a n t h e acquirer’s own home
ma rk et ) i n  t h e yea r p ri or t o t h e a c q u i si t i on  a n n ou n c emen t  yea r,  i t  wa s
c od ed  1 ;  ot h erwi se 0 .
C omp a n y An n u a l R ep ort s
Acquirer’s target pre- own ersh i p If a c q u i rer wa s a  t a rget  sh a reh old er i n  t h e yea r p ri or t o t h e a c q u i si t i on
a n n ou n c emen t ,  i t  wa s c od ed  1 ;  ot h erwi se 0 .
Th omson  On e
Acquirer’s  sought shares Ta rget sh a re own ersh i p  sou gh t  b y a c q u i rer (i n  %  of t ot a l sh a res) Th omson  On e
A c q u i si t i on met h od If a n a c q u i si t i on  wa s p ri va t ely n egot i a t ed (or b l oc k - p u rc h a sed ) ,  i t wa s
c od ed  1 ;  ot h erwi se 0 .
Th omson  On e
At t i t u d e If a c q u i si t i on  i n volved  b ot h fri en d ly a c q u i rer a n d  t a rget ,  i t  wa s c od ed  1 ;
ot h erwi se 0  (b a se a t t i t u d e: n on - fri en d ly)
Th omson  On e
Ta rget  i n d u st ry d u mmi es C a t egori c a l va ri a b les fo r t a rget  i n d u st ri es.  In d u st ry c a t egori es a re b a sed
on Thomson Reuters’ industry group classification (manufacturing,
fi n a n c e,  en ergy & n a t u ra l resou rc es,  servi c e).  B a se t a rget  i n d u st ry:
ma n u fa c t u ri n g .
Th omson  On e
Ac q u i rer i n d u st ry d u mmi es C a t egori c a l va ri a b les for a c q u i rer i n d u st ri es.  In d u st ry c a t egori es a re
based on Thomson Reuters’ industry group classification
(ma n u fa c t u ri n g,  fi n a n c e,  en ergy & n a t u ra l resou rc es,  servi c e).  B a se
t a rget  i n d u st ry: ma n u fa c t u ri n g.
Th omson  On e
Hi gh - t ec h n ology t a rget If t a rget  wa s i n  h i gh  t ec h n ology i n d u st ry (based on Thomson Reuters’ 3-
d i gi t  c la ssi fi c a t i on ) ,  i t wa s c od ed  1 ;  ot h erwi se 0 .
Th omson  On e
Kn owled ge Di st a n c e C ou n t ry - level M a h a la n ob i s k n owled ge d i st a n c e i n d ex,  d eri ved  from
#  of p a t en t s fi led  a n d  #  o f sc i en t i fi c  a rt i c les p u b li sh ed  i n  a  c ou n t ry.
B erry ,  Gu i llen  a n d  Zh ou  (2 0 1 0 )
Ta rget  c ou n t ry d u mmy If t a rget c omp a n y wa s h ea d q u a rt ered  i n  C a n a d a ,  i t  wa s c od ed  1 ;
ot h erwi se 0 .  B a se t a r get  c ou n t ry: t h e Un i t ed  St a t es.
Th omson  On e
Yea r d u mmy If t h e a c q u i si t i on  wa s a n n ou n c ed i n 2 0 0 8 ,  2 0 0 9 ,  2 0 1 0 ,  2 0 1 1 ,  2 0 1 2 ,
2 0 1 3 ,  2 0 1 4 ,  or 2 0 1 5 ,  i t  wa s c od ed  1 ;  ot h erwi se 0 .
Th omson  On e
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Fi nal l y, I al s o cont rol l ed for t hree count r y - l ev el  an d t i m e cont rol  vari abl es ,
nam el y kno wl ed ge di s t an ce, t ar get  count r y, and ye ar of a cqui s i t i on. Knowledge distance
i s  a cont i nuous  vari abl e, m eas ured wi t h t he M ah al anobi s  di s t ance form ul a 1936). It
repres ent s  t he di ffe renc e of knowl ed ge i ndex  s cor es  bet ween t h e t ar get  hom e count r y an d
the acquirer’s home country. The yearly country - l evel  s cor es  wer e obt ai ne d from  B err y et
al . (2010). The s cores  h a d been deri v ed from  t wo dat a com ponent s , nam el y t he num ber
of pat ent s  and t he num be r of s ci ent i fi c art i cl es  pub l i s hed i n a count r y. I us e d a l i near
ex t rapol at i on t o obt ai n s cores  for m i s s i ng v al ues  i n t he l as t  few ye ars  of t h e obs ervat i on
peri od. Target country dummy i s  a bi nar y v ari abl e t o capt ure h et ero genei t y i n
i ns t i t ut i onal  charact eri s t i cs , m acro econom i c condi t i ons , and corporat e cont r ol m arket
effi ci en ci es  i n t ar get  hom e count ri es , nam el y Uni t ed S t at es  and C anad a. It  was  coded as  1
i f t he t ar get  fi rm  w as  hea dquart er ed i n C anada.
Year dummy capt ures  t he  effe ct  of t he gl obal  G rea t  R eces s i on t hat  s t art ed w i t h t he
hous i ng bubbl e burs t  i n t he Uni t ed S t at es  and s ev erel y a ffe ct ed t he pe rfor m ance of fi rm s
i n m os t  part s  of t he worl d, but  part i cul arl y i n Nor t h Am eri ca. It  w as  coded  1 i f t he
acqui s i t i on was  announc ed bet we en 2008 and 201 5 (i ncl us i ve), and w as  co ded 0 for an y
ot her ye a r.
A com pl et e d es c ri pt i on of al l  vari abl es  i ncl ud ed i n t he em pi ri cal  m odel  i s
provi ded i n Tabl e 6 al on g wi t h s ourc es  from  whi c h dat a for t he v ari abl es  w ere obt ai ned.
RESULTS AND DISCUSSION
To t es t  h ypot hes i s  1, I us ed t he event  s t ud y m et ho d t o m eas ure t he eff ect  of  acqui s i t i on
announcements on the value of the target firms. Using 167 EMNE’s acquisitions of
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publ i cl y l i s t ed fi rm s  i n t he Uni t ed S t at es  and C ana da, I per form ed an event  s t ud y for
vari ous  l en gt hs  of event  wi ndow wi t h t he fi ve - da y pe ri od s urroundi n g t he da y
acqui s i t i ons  were announ ced.
The eff ect i ven es s  of t he event  s t ud y m et hod i n m eas uri n g pos t - a cqui s i t i on val ue
creat i on i s  bas ed on t h e a s s um pt i ons  t hat  t he s t ock m arket  i s  effi ci e nt  and al l  s t ock pri ces
i ncorporat e al l  rel ev ant  i nform at i on t hat  i s  avai l a bl e t o m ark et  t rad ers  i n a n i ns t ant aneous
m anner ( Bro m i l e y, Gov e kar, & M arcus , 1988 ), t h e acqui s i t i on announc em ent  i s  an
unant i ci pat ed eve nt , and t he acqui s i t i on announce m ent  i s  an i s ol at ed event  wi t h no ot her
event s  wi t h pot ent i al  con foundi ng effe ct s  (M cW i l l i am s  & S i egel , 1997).
Tabl e 7 repo rt s  t he cum u l at i ve aver a ge abno rm al  r et urns  (C AAR ) for t h e t a rget
fi rm s  duri ng t he 1 - da y 2 - da y, 3 - da y an d 5 - da y eve nt  wi ndows . For al l  ev ent  wi ndows , t he
m ean C AAR s  ran ge fro m  6.12 percent  t o 9.14 pe rcent  and are al l  s t at i s t i cal l y s i gni fi cant
( p < 0.0 1) unde r vari ous  param et ri c and non - p ara m et ri c t es t s . The res ul t s  s upport
Tabl e 7 . Ta r get  C AR aro und t he acqui s i t i on announcem ent  da ys
E ven t
wi n d o w N
M ean
CAAR
(%)
P o si t i ve:
n egat i ve % P o si t i ve P at el l  Z
Bo eh mer
et  al .
Co rrad o
ran k
Co wan
S i gn  t est
(0 ,  0 ) 1 67 6 .1 2 1 06  : 6 1 6 3 11 .8 4 *** 4 .8 7 *** 4 .6 5 *** 3 .6 4 ***
(0 ,  + 1 ) 1 67 8 .1 7 111  : 5 6 6 6 1 0. 21 *** 5 .7 7 *** 3 .9 0 *** 4 .4 2 ***
( - 1 ,  +1 ) 1 67 8 .9 4 1 08  : 5 9 6 5 9 .0 9 *** 4 .6 5 *** 4 .1 6 *** 3 .9 5 ***
( - 2 ,  +2 ) 1 67 9 .1 4 1 05  : 6 2 6 3 6 .4 2 *** 3 .8 9 *** 2 .8 3 *** 3 .4 9 ***
Hypothesis 1 and confirm that on average EMNE’s acquisitions of firms in developed
econom i es  yi el d pos i t i ve cum ul at i ve abnorm al  r et urns . The part i al  s al e of t ar get
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ownership to EMNE’s acquirers is viewed by the market as a value creating strategy for
t he t ar get s .
To t es t  t he rem ai ni n g h ypot hes es , I ran o rdi nar y l eas t - s quar es  (O LS ) re gr e s s i ons
of t he C AR  on vari ous  t heoret i cal l y i nduc ed vari a bl es  acros s  obs e rvat i o ns  t o ex am i ne
fact ors  t hat  l e ad t o val ue creat i on fo r t he t ar get  fi r m s . Hi ghl y cor rel at ed i nd ependent
vari abl es  c an di s t ort  t he O LS  r e gres s i on r es ul t s . Accordi n gl y, be fore runn i ng t he O LS
re gres s i ons , I fi rs t  perfo r m ed corr el at i on t es t s  on al l  i ncl uded var iables to ensure there’s
no s i gni fi cant  m ul t i col l i neari t y probl em  i n m y m odel .
Tabl e 8 pres ent s  t he pai r - wi s e corr el at i on coe ffi ci e nt s  of al l  vari abl es  i ncl ud ed i n
t he m odel  al ong wi t h s um m ar y d es cri pt i ve s t at i s t i cs  for ea ch va ri abl e. The  m aj ori t y of t he
correl at i ons  are l ow er t ha n 0.2, wel l  bel ow t he 0.7 m ax i m um  s t andard t ypi c al l y us ed i n
em pi ri cal  m ana gem ent  l i t erat ur e. I al s o fo rm al l y c om put ed vari anc e i nfl at i on fact ors
(V IFs ), whi ch gi ves  a m e an val ue of 2.87, confi rm i ng t her e i s  no m ul t i col l ineari t y
probl em  t hat  m a y d et ri m ent al l y aff ect  t he O LS  r e gr es s i on res ul t s .
Es t i m at i on res ul t s  from  O LS  r e gres s i ons  for al l  t es t e d m odel s  are p rovi de d i n
Tabl e 9 . M odel  1 cont ai n s  al l  bas i c i ndependent  a nd cont rol vari abl es  wi t h no i nt eract i on
effe ct  i ncl uded i n i t . R obus t  s t andard er rors  ar e gi ven i n t he parent h es es , s i nce a pri o r
Breus ch - P a gan t es t  for h et eros ked as t i ci t y i n t he b as i c m odel  gave a s t at i s t i cal l y
significant χ 2 s t at i s t i c of 20.94, i ndi cat i ng t hat  t he vari anc e i n t he m odel  wa s  not  cons t ant ,
cont rar y t o t he as s um pt i on of t he bas i c O LS  m ode l . The us e of robus t  s t and ard er ror
(W hi t e, 1980) t o corre ct  for het eros ced as t i ci t y i n cros s - s e ct i on O LS  r e gres s i ons of C AAR
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Tabl e 8 . Des cri pt i ve st at i st i cs and corr el at i ons ( N=167)
1 2 3 4 5 6 7 8 9 1 0 1 1 1 2 1 3 1 4 1 5 1 6
1. Target’s CAR 1
2.  Target p ri or p resence in
acquirer’s home market 0.02 1
3.  Target p os t - acqu is iti on
cont rol 0.13* 0.16** 1
4. Target’s international
exp eri en ce 0.16** -0.11 0.06 1
5. Acquirer’s state - own ed
st at us -0.11 0.11 0.05 0.12 1
6.  Indu st r y related ness 0.12 -0.17** -0.08 -0.07 0.02 1
7.  Cu lt ural d is tance -0.08 -0.09 -0.15* -0.03 -0.12 0.13* 1
8. Target’s prior performance -0.23*** 0.08 0.15* -0.11 0.04 0.07 0.01 1
9. Target’s firm size -0.01 -0.10 0.05 0.11 0.20** -0.06 -0.002 0.01 1
1 0. Target’s prior regional
p res en ce -0.12 0.35*** -0.05 -0.21*** -0.10 -0.04 -0.21*** 0.13* -0.16** 1
1 1. Acquirer’s target pre -
ownership -0.04 -0.58*** -0.14* -0.12 -0.11 0.11 0.12 0.05 -0.03 -0.005 1
12. Acquirer’s sought shares 0.03 0.001 -0.73*** -0.07 -0.01 0.05 0.11 0.10 -0.06 0.07 -0.19** 1
1 3.  Acqu isi ti on  meth od -0.05 0.11 0.65*** 0.04 0.09 -0.04 -0.10 0.06 -0.03 -0.06 -0.53*** 0.11 1
1 4.  At tit ud e -0.01 0.01 -0.12 -0.03 -0.11 0.01 -0.08 -0.04 0.04 -0.10 -0.02 0.15* 0.19** 1
1 5.  Hi gh - t echn ology t arget 0.02 -0.05 -0.13* -0.03 -0.11 -0.14* 0.04 -0.13* -0.05 0.03 0.02 0.16** -0.16** -0.05 1
1 6.  Kn owled ge dis t an ce -0.04 -0.09 -0.21*** 0.04 -0.16** -0.19** 0.03 -0.11 0.16** -0.08 -0.05 0.21*** -0.22*** -0.04 0.44*** 1
Mean 0.08 0.59 0.80 0.38 0.15 0.34 17.16 -415.99 7937.03 0.78 0.19 23.76 0.71 0.86 0.24 13.87
S. D. 0.22 0.49 0.40 0.49 0.36 0.49 13.41 4092.8 80985.6 0.42 0.39 20.85 0.46 0.35 0.43 8.47
Min -0.37 0 0 0 0 2 1.96 -52264.7 0 0 0 3.16 0 0 0 5.17
Max 1.54 1 1 1 0 71 140.05 37.3 1045409 1 1 91.3 1 1 1 33.19
Not e: ** *, **,  a nd  *d en ot e st at i st ic a l si gn i fi c an c e a t  1% ,  5 % an d 10%  leve l s, resp ec t i vely.
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Tabl e 9 . R es ul t s  of re gr e s s i ons  wi t h Target  C AR  as  t he depend ent  vari abl e
Dependent variable: M o d e l 1 M o d e l 2 M o d e l 3 M o d e l 4 M o d e l 5 M o d e l 6 M o d e l 7
Tar get  C AR ( 0 ,  +1 ) ( 0 ,  +1 ) ( 0 ,  +1 ) ( 0 ,  +1 ) ( 0 ,  0 ) ( - 1 ,  +1 ) ( - 2 ,  +2 )
Independent variables
Target’s prior presence in
acquirer’s home market
0 . 0 8 6 7 *
( 0 . 0 5 1 8 )
0 . 1 0 1 0 **
( 0 . 0 5 0 6 )
0 . 0 7 8 0
( 0 . 0 5 2 8 )
0 . 0 9 2 5 *
( 0 . 0 5 1 9 )
0 . 0 4 7 7
( 0 . 0 4 4 0 )
0 . 0 9 4 5 *
( 0 . 0 5 0 0 )
0 . 0 6 0 2
( 0 . 0 6 0 7 )
Target’s post- acq u i s i t i o n
co n t r o l
0 . 2 8 6 9 **
( 0 . 1 1 5 0 )
0 . 2 8 7 0 **
( 0 . 1 1 4 9 )
0 . 2 8 2 6 **
( 0 . 1 1 5 9 )
0 . 2 8 3 0 **
( 0 . 1 1 5 9 )
0 . 1 5 2 2 ***
( 0 . 0 4 6 2 )
0 . 2 8 8 4 **
( 0 . 1 2 5 8 )
0 . 3 4 7 3 *
( 0 . 1 8 5 4 )
Target’s international
e xp er i en ce
0 . 0 8 0 2 *
( 0 . 0 4 4 0 )
- 0 . 1 5 4 7
( 0 . 1 3 0 6 )
0 . 0 8 3 7 *
( 0 . 0 4 4 1 )
- 0 . 1 4 8 5
( 0 . 1 3 1 3 )
- 0 . 1 3 0 4
( 0 . 1 0 2 3 )
- 0 . 1 3 3 2
( 0 . 1 2 0 2 )
- 0 . 0 6 4 8
( 0 . 1 4 6 0 )
Acquirer’s state - o wn ed
st at u s
- 0 . 0 6 6 3 *
( 0 . 0 3 9 6 )
- 0 . 0 4 7 4
( 0 . 0 3 9 5 )
0 . 3 6 7 4
( 0 . 2 7 8 0 )
0 . 3 6 3 6
( 0 . 2 6 4 5 )
0 . 3 4 9 2 *
( 0 . 2 0 0 2 )
0 . 5 4 8 1 *
( 0 . 2 8 8 4 )
0 . 5 4 9 0 *
( 0 . 3 0 7 5 )
I n d u st r y r el at ed n ess 0 . 1 0 0 3 ** 0 . 1 2 0 8 *** 0 . 0 9 4 2 ** 0 . 1 1 4 8 *** 0 . 0 7 1 0 * 0 . 1 5 0 5 *** 0 . 1 3 8 3 ***
( 0 . 0 4 0 0 ) ( 0 . 0 3 8 0 ) ( 0 . 0 4 2 5 ) ( 0 . 0 4 0 4 ( 0 . 0 3 8 4 ) ( 0 . 0 4 3 6 ) ( 0 . 0 5 0 5 )
C u l t u r al  d i st an ce ( C D) - 0 . 0 0 1 9 *** - 0 . 0 0 2 4 *** - 0 . 0 0 1 9 *** - 0 . 0 0 2 3 *** - 0 . 0 0 1 2 ** - 0 . 0 0 2 0 *** - 0 . 0 0 1 9 *
( 0 . 0 0 0 7 ) ( 0 . 0 0 0 6 ) ( 0 . 0 0 0 7 ) ( 0 . 0 0 0 6 ) ( 0 . 0 0 0 5 ) ( 0 . 0 0 0 7 ) ( 0 . 0 0 1 0 )
C D × I n t er n at i o n al
E xp er i en ce
0 . 0 1 4 3 **
( 0 . 0 0 7 1
0 . 0 1 4 1 **
( 0 . 0 0 7 2 )
0 . 0 1 1 3 *
( 0 . 0 0 6 4 )
0 . 0 1 2 8 **
( 0 . 0 0 6 0 )
0 . 0 0 7 9
( 0 . 0 0 6 8 )
CD × Acquirer’s state-
o wn ed  st at u s
- 0 . 0 3 2 9 *
( 0 . 0 1 9 1 )
- 0 . 0 3 1 2 *
( 0 . 0 1 8 4 )
- 0 . 0 2 6 4 *
( 0 . 0 1 4 1 )
- 0 . 0 4 4 4 **
( 0 . 0 2 0 7 )
. - 0 . 0 4 7 9 **
( 0 . 0 2 2 1 )
Control variables
Target’s prior performance - 0 . 0 0 0 0 2 *** - 0 . 0 0 0 0 2 *** - 0 . 0 0 0 0 2 *** - 0 . 0 0 0 0 2 *** - 0 . 0 0 0 0 1 *** - 0 . 0 0 0 0 2 *** - 0 . 0 0 0 0 1 ***
( 0 . 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 2 ) ( 0 . 0 0 0 0 0 2 )
Target’s firm size 0 . 0 0 0 0 0 0 1 0 . 0 0 0 0 0 1 0 . 0 0 0 0 0 0 2 ** 0 . 0 0 0 0 0 0 2 * 0 . 0 0 0 0 0 0 2 0 . 0 0 0 0 0 0 2 * 0 . 0 0 0 0 0 0 4 ***
( 0 . 0 0 0 0 0 0 1 ) ( 0 0 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 0 1 ) ( 0 . 0 0 0 0 0 0 1 )
Target’s prior regional
P r esen ce
- 0 . 0 5 4 1
( 0 . 0 5 1 9 )
- 0 . 0 5 3 6
( 0 . 0 4 7 5 )
- 0 . 0 5 0 0
( 0 . 0 5 2 1 )
- 0 . 0 4 9 7
( 0 . 0 4 7 8 )
- 0 . 0 4 3 7
( 0 . 0 4 0 0 )
- 0 . 0 0 4 6
( 0 . 0 4 6 4 )
0 . 0 2 9 4
( 0 . 0 4 8 7 )
Acquirer’s target pre-
o wn er sh i p
0 . 1 3 1 4 **
( 0 . 0 6 3 4 )
0 . 1 3 6 7 **
( 0 . 0 6 2 4 )
0 . 1 3 0 0 **
( 0 . 0 6 3 3 )
0 . 1 3 5 3 **
( 0 . 0 6 2 4
0 . 0 8 9 8 *
( 0 . 0 4 9 8 )
0 . 1 2 0 8 *
( 0 . 0 6 7 1 )
0 . 0 7 1 8
( 0 . 0 7 8 7 )
Acquirer’s sought shares 0 . 0 0 3 5 * 0 . 0 0 3 4 * 0 . 0 0 3 3 * 0 . 0 0 3 3 * 0 . 0 0 1 5 0 . 0 0 3 2 * 0 . 0 0 3 3
( 0 . 0 0 1 8 ) ( 0 . 0 0 1 8 ) ( 0 . 0 0 1 8 ) ( 0 . 0 0 1 8 ) ( 0 . 0 0 1 0 ) ( 0 . 0 0 1 9 ) ( 0 . 0 0 2 6 )
Acq u i si t i o n  met h o d - 0 . 0 9 9 0 - 0 . 1 0 3 6 - 0 . 1 0 3 7 - 0 . 1 0 8 0 - 0 . 0 5 4 4 - 0 . 1 3 2 4 * - 0 . 2 0 5 7 *
( 0 . 0 7 3 9 ) ( 0 . 0 7 1 0 ) ( 0 . 0 7 3 6 ) ( 0 . 0 7 0 8 ) ( 0 . 0 3 9 5 ) ( 0 . 0 7 8 8 ) ( 0 . 1 0 9 0 )
At t i t u d e 0 . 0 3 0 7 0 . 0 3 2 5 0 . 0 4 2 1 0 . 0 4 3 3 0 . 0 3 3 3 0 . 0 7 0 5 0 . 0 7 1 5
( 0 . 0 4 7 5 ) ( 0 . 0 4 8 1 ) ( 0 . 0 4 8 0 ) ( 0 . 0 4 8 3 ) ( 0 . 0 3 1 9 ) ( 0 . 0 5 5 4 ) ( 0 . 0 6 2 7 )
Hi gh - t ech n o l o gy t ar get - 0 . 0 3 8 5 - 0 . 0 3 8 8 - 0 . 0 4 4 9 - 0 . 0 4 4 9 - 0 . 0 3 2 2 - 0 . 0 2 1 8 - 0 . 0 2 0 7
( 0 . 0 6 2 1 ) ( 0 . 0 5 8 4 ) ( 0 . 0 6 2 4 ) ( 0 . 0 5 8 7 ) ( 0 . 0 6 0 9 ) ( 0 . 0 5 9 4 ) ( 0 . 0 5 2 2 )
Kn o wl ed ge d i st an ce 0 . 0 0 4 2 0 . 0 0 7 5 0 . 0 0 4 0 0 . 0 0 7 2 0 . 0 0 5 2 0 . 0 1 0 5 * 0 . 0 0 6 9
( 0 . 0 0 5 1 ) ( 0 . 0 0 4 7 ) ( 0 . 0 0 5 1 ) ( 0 . 0 0 4 8 ) ( 0 . 0 0 4 5 ) ( 0 . 0 0 5 5 ) ( 0 . 0 0 5 7 )
C o n st an t - 0 . 3 0 7 6 - 0 . 4 0 2 9 * - 0 . 2 9 3 5 - 0 . 3 8 8 4 * - 0 . 1 5 8 0 - 0 . 5 5 7 6 ** - 0 . 4 8 5 2
( 0 . 2 2 7 1 ) ( 0 . 2 1 2 2 ) ( 0 . 2 2 9 4 ) ( 0 . 2 1 4 7 ) ( 0 . 1 3 1 4 ( 0 . 2 3 7 6 ) ( 0 . 3 1 8 9 )
Tar get i n d u st r y effect s Yes Yes Yes Yes Yes Yes Yes
Acq u i r er  i n d u st r y effect s Yes Yes Yes Yes Yes Yes Yes
Tar get  co u n t r y effect s Yes Yes Yes Yes Yes Yes Yes
Year  effect s Yes Yes Yes Yes Yes Yes Yes
F-statistics 9 5 . 5 1 *** 2 7 9 . 0 4 *** 1 0 8 . 2 1 *** 2 8 9 . 6 8 4 8 . 4 5 *** 2 9 8 . 6 5 *** 2 2 . 3 1 ***
Adjusted R2 0 . 2 7 5 4 0 . 2 9 8 5 0 . 2 8 1 0 0 . 3 0 3 5 0 . 2 2 2 2 0 . 2 9 3 2 0 . 2 4 2 9
Number of observations 1 6 7 1 6 7 1 6 7 1 6 7 1 6 7 1 6 7 1 6 7
No t e:  ***,  ** an d  * d en o t e st at i s t i cal  si gn i fi can ce at  1 %, 5 % an d  1 0 % l evel s,  r esp ect i vel y. R o b u st st an d ar d  er r o r s i n  p ar en th eses.
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i s consistent with MacKinlay’s suggestion (1997). While my sample of 167 observations
m a y b e m oderat e i n t erm s  of s i z e, I ex pect  no vi ol at i on of t he O LS  no rm al i t y as s um pt i on,
s i nce W erner and B rown (1985) found t hat  i n even t  s t udi es  t he t es t  s t at i s t i cs conve r ge t o
t he as ym pt ot i c di s t ri but i on rat her qui ckl y. It  i s  al s o  wort h not i ng t hat  endo genei t y m a y
ari s e due t o t he r el at i on b et ween t he t ar get  fi rm  ch aract eri s t i cs  and t he de gr ee of
ant i ci pat i on of t he event , creat i n g a s el ect i on bi as  t hat  l eads  t o m i s s peci f i cat i on under t he
O LS  es t i m at i on m odel  ( M acKi nl a y, 1997). Ho we ver, P rabhal a (1995) d em ons t rat es  t hat
even under t hi s  condi t i on , t he O LS  m et hod s t i l l  re m ai ns  rel i abl e for s t at i s t i cal  i nfer enc es .
M odel  1 i n Tabl e 9 ex pl ai ns  27.5 percent  of v ari at i ons  i n pos t - acqui s i t i on tar get
perform an ce, as  m eas ur e d b y t he t a r get  C AR . The  m odel  i s  s i gni fi cant  ( F-statistics =
0.2754, p < 0.01 ), i ndi cat i ng t hat  at  l eas t  on e of t h e i ndependent  v ari abl es  i n t he s peci fi ed
m odel  has a non - z ero e ff ect  on pos t - acqui s i t i on t a rget  C A R. The coefficient of target’s
prior presence in acquirer’s home market is significantly positive (β = +0.0 867, p < 0.1 ),
thus supporting Hypothesis 2. It implies that with no previous presence in the acquirer’s
hom e m arket , t he t a r get  i s  poi s ed t o ent er a ne w m arket  and reap t h e bene fi t s  from  t he
l arge and fas t  growi n g e m ergi n g m a rket . The t arget’s post - acqui s i t i on cont rol  al s o has  a
s t at i s t i cal l y s i gni fi c ant  p os i t i ve effect  on t a r get  C AR  ( β = +0.2869, p < 0.05 ), confi rm i n g
H ypot hes i s  3. Thi s  r es ul t  s ugges t s  t hat  wh en t he t ar get  r et ai ns  m aj ori t y o w ners hi p aft e r
t he acqui s i t i on, i t  can ex pl oi t  t hei r fi rm - s peci fi c a dvant a ges  i n t he newl y e nt ered
acquirer’s home market more effectively. More synergistic benefits from a
com pl em ent ar y a cqui s i t i on coul d be gene ra ted when the EMNE acquirer’s motive is
s t rat e gi c - as s et - s eeki n g a nd t hus  prefers  a non - con t rol l i ng m i nori t y a cqui s i t i on of t he
t arget .
179
M odel  1 al s o s hows  t hat  t he eff ect  of t he target’s international experience on
t arget  C AR  i s  s i gni fi cant  and pos i t i ve ( β = +0.080 2, p < 0.1 ). H ypot hes i s  4  i s  t hus
s upport ed. Havi n g pr evi ous  i nt ernat i onal  ex peri en ce s om ewhe re el s e out s i de t he
acquirer’s home market, even when it was not in another emerging market, may help the
target in navigating the acquirer’s home market. F urt herm ore, t he coe ffi ci e nt  es t i m at e for
acquirer’s state - o wned s t at us  i s  negat i ve and s i gni fi cant  ( β = -0.0063, p < 0.1 ), whi ch
i m pl i es  havi ng a s t at e - o wned EM NE as  an acqui rer ne gat i vel y i nfl uenc es  pos t - acqui s i t i on
val ue cr eat i on for t he t ar get . Thi s r es ul t  corrobor a t es  H ypot h es i s  5. B y con t ras t , t he eff ect
of i ndus t r y r el at edn es s  on t arget  C AR  i s  s i gni fi ca nt l y pos i t i ve ( β = +0.100 3, p < 0.05 ),
t hus  s upport i ng H ypot he s i s  6. Target s  ar e l i kel y t o creat e val ue wh en t hei r  EM NE
acqui re rs  ar e from  t he s a m e i ndus t r y. Fi nal l y, t h e coeffi ci ent  es t i m at e of cu l t ural  di s t ance
i s  s i gni fi cant  and n e gat i v e ( β = - 0.0019, p < 0.01 ) , whi ch i s  i n l i ne wi t h previ ous  rel at ed
s t udi es  (e. g., B erkem a et  al ., 1996;  W eber et  al ., 1 996;  Krug & H e gart y, 20 01) and
confi rm s  H ypot he s i s  7a.
In M od el  2, I add ed an i n t eract i on e ffe ct  bet we en cul t ural  di s t ance (C D ) an d t he
target’s international experience as an additional predictor of the target CAR to the basic
s peci fi cat i on i n M odel  1,  fol l owi ng t he pro cedur e s  out l i ned b y B aron and Kenn y (1986.
M odel  2 rem ai ns  s i gni fi c ant  ( F-statistics = 0.2985, p < 0.01 ), wi t h t he pred i ct i ve power
of t he m odel  i ncre as ed t o  28.9 percent . Th e co effi ci ent  of t he i nt era ct i on ef fect  i s  pos i t i ve
and s i gni fi c ant  ( β = - 0.0 143, p < 0.05 ), whi ch i m pl i es  t hat  havi ng pri or i nt ernat i onal
experience somewhere else outside the acquirer’s home country, even if it is in a
devel oped count r y rat he r  t han anot her em er gi n g m arket , m a y l es s en t he n egat i ve ef fe ct  of
C D on t arget  C AR . Thi s  res ul t  s upport s  H ypot h es i s  7b.
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In M od el  3, I i ncl uded an  i nt eract i on ef fect  b et wee n cul t ural  di s t ance (C D ) and
t he acquirer’s state - owne d s t at us  on t arget  C AR . M odel  3 i s  s i gni fi cant  ( F-statistics =
0.2810, p < 0.01 ), and t h e m odel  predi ct s  28.1 pe r cent  of va ri at i ons  i n t ar ge t  C A R . The
i nt eract i on ef fect  i s  s t at i s t i cal l y s i gni fi cant  and h a s  a ne gat i ve i nfl uen ce on t arget  C AR  ( β
= - 0.0329, p < 0.1 ). Havi ng an EM NE a cqui rer wi t h a s t at e - owned s t at us  m a y i nd eed
am pl i f y t he n e gat i ve e ffe ct  of C D on t ar get  C AR , s upport i ng H ypot hes i s  7c .
In M od el  4, t he t wo i nt er act i on eff ect s  from  M od e l  2 and M odel  3 wer e
s i m ul t aneous l y i ncorpor a t ed t o t he bas i c s peci fi cat i on i n M odel  1. M odel  4 rem ai ns
s i gni fi cant  ( F-statistics = 0.3035, p < 0.01 ). The e x pl anat or y powe r of t he m odel
i ncreas es  t o 30.4 p erc ent .  The coe ffi ci ent  es t i m at e s  of t he C D - i nt ernat i onal  ex peri ence
and C D - s t at e - own ed EM NE acqui r er i nt er act i on e ffect s  a re s t at i s t i cal l y s i gni fi cant  ( β =
0.0141, p < 0.05 and β = - 0.0312, p < 0.1 , r es pect i vel y), and t he di re ct i ons  of t hei r
effe ct s  conf i rm  t he res ul t s  obt ai ned i n M odel s  2 and 3 for H ypot hes i s  7b a nd H ypot hes i s
7c.
In M od el s  1 - 4, I em pl o ye d a 2 - da y ev ent  wi ndow ( 0, +1) as  a b as i s  for com put i ng
t he t ar get  C AR , whi ch i s  t he dependent  v ari abl e o f  t he m odel s . As  a robus t n es s  check, I
al s o es t i m at ed re gr es s i on m odel s  us i ng t ar get  C A R  wi t h ot her l engt hs  of e vent  wi ndows
wi t hi n t he fi ve - da y pe ri od s urroundi ng t h e annou ncem ent  da ys . M odel s  5, 6 and 7 are
s i m i l ar t o M odel  4 i n t erm s  of s peci fi cat i on, but  t he y h ave t a r get  C AR s  wi t h 1 - da y, 3 -
da y, and 5 - da y event  wi n dows  as  depend ent  vari a bl es , res pect i vel y. Th e es t i m at i on
res ul t s  i n m odel s  5, 6 and 7 are bro adl y s i m i l ar t o t hos e i n M odel  4, part i cul arl y i n re ga rd
t o s t at i s t i cal  s i gni fi canc e,  s i z e and di rect i ons  of t he coef fi ci ent  es t i m at es  fo r t he t wo
i nt eract i on ef fect s . Addi t i onal l y, i ncorpo rat i n g a d um m y vari abl e for C hi na  i n t he
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specification of Model 4 or Model 1 to capture a potential acquirer’s country of origin
effect did not alter the results significantly, except for reduced models’ explanato r y
powers . S i m i l arl y, wh en I ex panded t he es t i m at i on wi ndow be yond t he 20 0 - da y peri od,
t he m ai n res ul t s  wer e l ar gel y un aff ect ed.
CONCLUSION
In t hi s  es s a y, I pi vot ed m y at t ent i on t o t he pe rs pec t i ve of t he t ar get  fi rm s  an d ex am i ned
t he s ources  of v al ue c r eation for target shareholders in EMNE’s partial acquisition of
fi rm s  i n devel oped e cono m i es . I ex t ended t he i dea of col l ect i ve l e arni n g fro m  t he
d ynam i c s o ci o - cul t ural  m odel  (DS C M ) i n Es s a y 1 and com bi ned i t  wi t h t heoret i cal
i ns i ght s  from  or gani z at i onal  l earni n g and t he seller’s view literature to develop relevant
t es t abl e h ypot h es es . Us i n g t he event  s t ud y m et hod on 167 acqui s i t i ons  i n t he Uni t ed
S t at es  and C anada t hat  w ere m ad e b y acqui rers  f ro m  el even m aj or em er gi n g e conom i es , I
found that EMNE’s partial acqui s i t i ons  gen erat e, on avera ge, a pos i t i ve po s t - acqui s i t i on
t arget  per form an ce, as measured by the targets’ cumulative average abnormal returns
upon t he acqui s i t i on announcem ent s . P erfo rm i ng t he cros s - s e ct i on ordi nar y l e as t - s quar es
re gres s i on m et hod, I fou nd target’s prior presence in acquirer’s home market, target’s
pos t - acquisition control, target’s international experience, and target - a cqui r er i ndus t r y
rel at ednes s  are al l  pos i t i vel y r el at ed t o t ar get  cum u l at i ve abnorm al  ret u rns  ( C AR ). I al s o
found t h at EMNE acquirer’s state - o wned s t at us  a nd t he cul t ural  di s t ance b et ween hom e
and hos t  count ri es  ne gat i vel y i nfl uen ced t a r get  C AR . Fi nal l y, I found t hat  t arget s  wi t h
i nt ernat i onal  ex peri ence pri or t o t he acqui s i t i on a nnouncem ent  m a y at t enu at e t he ne gat i ve
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e ffect of cultural distance on their CAR, while acquirer’s state - owned s t at us  m a y
ex acerbat e t h e ne gat i ve e ffect  of cul t ural  di s t anc e on pos t - acqui s i t i on t arget  perform an ce.
Thi s  es s a y m akes  s ev eral  t heoret i cal  cont ri but i ons . Fi rs t , i t  res ponds  t o Hex t er
(1 968)’s almost half century call for addressing the imbalance between the acquirer’s and
t he target’s perspectives in the M&A literature. Based on insights from the dynamic
s oci o - cul t ural  m odel  dev el oped i n Es s a y 1, a m or e el abor at e and far - re achi ng t ar get
perspective is developed. Parallel to the seller’s view literature (e.g., Dalziel, 2008;
Inkp en et  al ., 2000;  Gr ae bner & Ei s enhardt , 2004;  Graebn er et  al ., 2010), t hi s  es s a y vi ews
EMNE’s partial acquisitions of firms in developed economies as “cultural marriages,” in
whi ch bot h t he acqui ri n g fi rm s  and t he t ar get  fi rm s  s t rat e gi cal l y cons i de r t hei r pot ent i al
partners’ characteristics, as opposed to financially strong firms acquiring low - per form i ng
t arget s .
Thi s  s t ud y al s o enri ch es  a growi n g s t re am  of res e arc h i n m ul t i nat i onal  ent erpri s es
from  t he em er gi n g econo m i es , part i cul arl y i n t he c ont ex t of EMNE’s acquisitions of
fi rm s  i n devel oped e cono m i es , b y fo cus i ng on a t a r get  pers pe ct i ve whi ch i s oft en gi v en
l es s  at t ent i on i n t he EM NE l i t erat ure. From  an em pi ri ca l  pers pe ct i ve, t hi s  e s s a y p rovi des
s om e ex am i nat i on t o a pioneeri n g work b y Bu ckl e y et  al . (2010) t hat  pr es en t s  s everal
t heoret i cal  propos i t i ons  o n t he det erm i nant s  of pos t - acqui s i t i on t arget  per for m ance i n t he
context of EMNE’s acquisitions of firms in ad vanced count ri es . Furt he rm o re, t hi s  es s a y
ex pands  previ ous  em pi ri cal  works  b y C hen (2011 ) and C hari  et  al . (2012) t hat  found
pos i t i ve pos t - acquisition target performance in their studies of the “South - North” cross -
border a cqui s i t i ons , but  st opped s hort  of a c ros s - s e ct i onal  ex am i nat i on on t he t ar get
s ources  of v al ue c reat i on.
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From  a pr act i c al  pers pe ct i ve, t hi s  s t ud y p rovi des  u s eful  i ns i ght s  for ex ecut i ves  of
pros pect i ve t ar get  fi rm s  i n hi gh - i ncom e econom i e s  i n unders t andi ng t he l i k el i hood of
pos t - acqui s i t i on s ucces s , as  t he y s t rat e gi c al l y cons i der pros pect i ve acqui r er s  from  t he
em er gi n g m ark et s . For e x am pl e, es t i m at i on res ul ts  from  t he t wo s peci fi ed m oderat i on
effe ct s  s ugges t  t hat  ex ec ut i ves  can l es s en t he i nev i t abl e ne gat i ve e ffe ct  fro m  cul t ural
di s t ance at t he i ni t i al  s t age of t he t ar get - a cqui rer p os t - acqui s i t i on col l ect i ve  l earni n g b y
l evera gi n g t hei r ex i s t i ng i nt ernat i onal  ex peri ence i n ot her count ri es . On t he o t her hand,
m ore el abor at e pr e - a cqui s i t i on due di l i gence and negot i at i ons  m a y be n ec e s s ar y when t he
pros pect i ve a cqui re r i s  a s t at e - owned EM N E t o en s ure pos t - acqui s i t i on co m m on
obj ect i ves  and cons i s t ent  i m pl em ent at i on.
Thi s  es s a y , ho weve r , has  s everal  l i m i t at i ons  t hat  need t o be add res s ed i n fut ure
s t udi es . Fi rs t , from  m et h odol ogi cal  p ers pe ct i ve, s am pl e s el ect i on bi as  i n t he es t i m at es
m i ght occur from  not  i nc l udi ng i n m y s am pl e num erous t ar get s  fi rm s  t hat  were not
acqui red b y EM NEs , or not  even acqui r ed at  al l i n t he s am pl e peri od . The Heckm an t wo -
s t ep es t i m at i on procedur es (He ckm an, 1979 ) m a y be perfo rm ed t o al l evi at e t hi s pot ent i al
probl em , but  furt her ex t ens i ve dat a col l ect i on i nv ol vi ng m anual  s e arch t hr ough hundr eds ,
or even t hous ands , of an nual  report s  fo r i nform at i on on cert ai n va ri abl es  s u ch as t he
target’s prior presence in acquirer’s home market and the t ar get ’s international
ex peri ence wi l l be ne ces s ar y.
S econdl y, while it has been recognized that the EMNE acquirers’ experience in their
hom e m arket s  ben efi t s  t hei r part i al l y acqui red t ar get s  i n t he devel o ped e con om i es , t he
ex peri ence t hat  t he EM N E acqui re rs  m a y hav e i n ot her i nt ernat i onal  m ark e t s  has  not  been
ex pl i ci t l y cons i de red i n t hi s  s t ud y. In part i cul ar, E M NE acqui re rs  hav e ex t ens i ve
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experience in other emerging markets through their “South - South” in ves t m ent  act i vi t i es .
C hi nes e EM NE s , for ex a m pl e, have be en known t o be act i vel y ope rat i n g n ot  onl y i n
ot her em er gi n g m a rket s  near t hei r hom e count r y, but  al s o i n di s t ant  em ergi ng m ark et s  i n
Afri ca and S out h Am eri c a. Indeed, for a t ar get  fi r m  from  a devel op ed econ om y, bei n g
acqui red b y an EM NE wi t h i nt ernat i onal l y di vers e  operat i ons  cr eat es  addi t i onal
synergistic benefits, because the EMNE acquirer’s multinational diversity provides the
t arget  wi t h ac ces s  t o eve n l arger f as t - growing markets beyond the EMNE’s hom e
count r y. In fa ct , m os t  EM NE had been a ggr es s i ve re gi onal  pl a ye rs  wi t h e x t ens i ve
operat i onal  ex peri enc e i n  em er gi n g m ark et s  nearb y t hei r hom e count ri es  be fore t he y
act i vel y en ga ged i n cros s - border acqui s i t i ons  i n devel oped m arket s  (R u gm a n, 2009). The
net work t heor y p ers pe ct i ve defi nes  a m arket  as  a s ys t em  of rel at i ons hi ps  a m ong
cus t om ers , s uppl i ers , co m pet i t ors  and pri vat e and  publ i c s upport  agenci es  (C ovi el l o &
M unro, 1995), whi ch s ho ul d prove us eful  i n anal yz i ng t he rel at i ons hi p bet ween
acquirer’s mu l t i nat i onal  di vers i t y on pos t - a cqui s i t i on t arget  perfo rm anc e. T he di vers i t y o f
t he nat i onal  m arket s  i n w hi ch t he EM NE oper at es  confront s  i t  wi t h a broad arra y o f
dem and cha ract eri s t i cs  a nd l arge va ri et y of s uch m arket  act o rs  (Abr aham s on & Fom b run,
1994;  M i l l er & C hen, 19 96). P ri or ex pos ure t o ot her devel opi n g m a rket s  h as  enabl ed
EM NE s t o accum ul at e a uni que and hard - t o - i m i t at e ex pert i s e bas ed on t hei r ex peri ent i al
net work knowl ed ge. Thi s  t ype of k nowl ed ge i s  ri c h i n det ai l  and cont ai ns  b ot h codi fi ed
and non - codi fi ed pi eces  of knowl ed ge as  wel l  as  cogni t i ve and af fect i ve pi eces  of
knowledge (Hohenthal, Johanson, & Johanson, 2014). EMNE acquirers’ experience -
bas ed net work kno wl ed ge i s  val uabl e for t h e part i al l y a cqui red t a r get s  i n d evel oped
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econom i es , as  t he y are e x pl oit i ng t hei r res our ce a dvant a ge i n t echnol o gi es ,  brand, and
m ana geri al  know - how i n  t he fas t - growing EMNE’s home and regional markets.
Thi rdl y , t he em pi ri cal  pa rt  of t hi s  es s a y has  ut i l i z ed t he event  s t ud y m et hod t o
gen erat e t ar get  C AR  t o operat i onal i z e pos t - acqui s i t i on t arget  pe rform ance. Hal ebl i an et
al . (2009), howev er, h ave  ar gued t hat  whi l e C AR  i s  t he m os t  com m on i ndi cat or us ed i n
M &A pe rfo rm an ce s t udi es , t he event  s t ud y m et ho d i t s el f onl y cons i de rs  t he val ue of t he
deci s i on t o acqui re (or t o  be acqui r ed) wi t h t he as s um pt i on t hat  i n t he pos t - acqui s i t i on
i m pl em ent at i on s t age eve r yt hi n g wi l l  go as  pl anne d, whi ch i s  not  al wa ys  ne ces s ari l y t he
c as e ( Le bed ev, P en g, Xi e , & S t evens , 2015). It  i s  wort hwhi l e t o cons i der o t her m eas ur es
of pos t - acqui s i t i on t ar get  perform an ce and com pa re t hei r r es ul t s . Thos e m e as ures  i ncl ude
profi t abi l i t y (e. g., ret urn on as s et , ret urn on i nves t m ent ), econom i c val u e a dde d, s al es
growth, market share, etc. (Meglio & Risberg, 2011; Sirower & O’Byrne, 1998).
In addi t i on t o addres s i n g t he above l i m i t at i ons , fut ure res ear ch s houl d ex pl ore
fact ors  t hat  s t rat e gi cal l y dri ve t ar get  fi rm s  from  d evel oped e conom i es  t o c hoos e cert ai n
deal and/or acquirer’s characteristics in their partial sale of shares to EMNE and how
t hes e s t rat e gi c d eci s i on(s ) m a y aff ect  pos t - a cqui s i t i on t arget  perfo rm anc e, c om bi ni ng t he
res ea rch ques t i ons  i n i nt e rnat i onal  bus i nes s  and s t r at e gi c m ana gem ent i n t he s am e s t ud y.
Thes e choi c es  i ncl ude, fo r ex am pl e, t he target’s decision on retaining post - a cqui s i t i on
cont rol l i ng m aj ori t y own ers hi p (vers us  non - cont ro l l i ng m i nori t y owne rs hi p), t he target’s
choi ce fo r a publ i cl y - l i s t ed acq ui r er (v ers us  pri vat e acqui r er), t he target’s decision to be
acqui red b y s t at e - owned EM NE s (vers us  non - s t at e - owned EM NE s ). M ore over, i t  woul d
be i nt eres t i n g for fut u re s t udi es t o as s es s  t he forei gn di rect  i nves t m ent  (F D I)  perform an ce
of fi rm s  i n devel oped eco nom i es  under t hree com p a rable “North - South” entry modes,
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nam el y p art i al  s al e t o E M NE s , j oi n t vent ure wi t h EM NE s , and part i al  a cq ui s i t i on of
EM NE s .
Thi s  es s a y h as  em pi ri c al l y i nves t i gat ed s ever al  s ources  of v al ue c reat i on fo r t ar get
firms in the “South - North” cross - bo rder p art i a l  ac qui s i t i on cont ext . It  i s  uni que i n i t s
focus on understanding the EMNE’s cross - borde r  part i al  acqui s i t i ons  i n devel oped
countries from a target’s perspective.
In cl os i ng, e s s a ys  1, 2 an d 3 i n t hi s  di s s ert at i on have col l ect i vel y cont ri but e d t o
t he gro w i n g l i t erat ure o f em er gi n g m ul t i nat i onal  ent erpri s es , and m or e s pec i fi cal l y t o
m ul t i pl e ot her res ea rch s t ream s  i n IB  i ncl udi ng cro s s - border M &As , gl obal  s t rat e g y of
t he EM NEs , cul t ural  ch a nge, cul t ural  di s t anc e and  FD I, l i abi l i t i es  of for ei gnnes s , equi t y
owners hi p choi c e, partial acquisitions, and seller’s view of acquisitions.
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